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PREFACE 


All praise be to Allah, Most Gracious, Most Merciful. 

We seek His help and guidance in all our practical 

problems in life. Peace and blessings of Allah be on 

His Last Messenger who has shown us the right way 

through the darkness of ignorance and kuftr. 

With the help of Allah, we present the Third Volume of 
our book, Economic Doctrines of Islam to our readers. In 
this volume we have discussed the various aspects of the 
concepts of interest and Zakat and we hope the readers will find 
some very useful and interesting suggestions on these topics. 

I humbly admit that I am not properly equipped with 
adequate knowledge of Mathematics and Statistics and, there- 
fore, have not been able to do full justice to the subject, 
especially the statistical aspect of interest and Zakat but I hope 
that someone with greater knowledge of these subjects will have 
the opportunity to work on this aspect of interest and Zakat and 
succeed in showing its enormous benefits to humanity which I 
have failed to unfold. 


May Allah forgive my shortcomings. Ameen ! 


Ilford, Essex, (U.K ) AFZAL-UR-RAHMAN. 
21 July, 1975, 
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INTRODUCTION 


The Economic gyst 
ae a d of the society. It will 
for the economic 
betterment of humanity. However, it is pat a 
for its successful operation that it must be based on : pene 
and moral teachings of Islam. It has a very deep and 1 . 

relationship with the ethical, ideological and cultural teac ings 


of Islam and, therefore, must not be separated from 3 eciice 
basis. Multifarious advantages would accrue to society if it 
adopts the system as 4 whole in its wider context. dy 
Under the economic system of Islam, the individual and 
the social good are regarded as complementary rather than 
contradictory and antagonistic and a very close relationship 1s 
fostered between them. Welfare of the individual reflects the 
welfare of society and vice versa. If society prospers, the 
individuals prosper and if the individuals are better off, society 
is better off. 
| The individuals try to meticulate complete harmony between 
et personal good and the good of society merely to win the 
een of God. They would never intendto do any harm, 
irectly or indirectly, to any member of society or endanger their 
common welfare. If they benefit themselves th 
individuals and soci i hohe uate 
ele paicty share that benefit ; so much so that 
y cannot personally derive any benefit from any enterprise 
they would undertake it simply f 
ply for the sake of others so that 
society may benefit from it. 
Under this system, neithe indivi 
r few ind 
Be al tion al even} ividuals can become the 
er wealth of the communit 
individuals are forcibly brough yon tall, the 
H res y brought to the same eco 
ealthy conditions a nomic level 
sei re created in the communit 
individuals to earn and ity so as to enable 
spend their wealth for th , 
€ Satisfaction 


2 


As the individuals spend their income most economically 


men, 
and 


keeping in view the best interest of society, the stabilit; 
balance of the economic system is rarely disturbed. 

The foundation of the system is laid on high moral qualities 
of obedience to God, co-operation, brotherhood, fraternity, 
generosity and love for fellow beings.. The growth of such high 
moral qualities among the members of the community greatly 
helps to foster and maintain balance in economic life. There- 
fore, ‘‘far greater stress is laid on moral reformation and the 
creation of the right moral attitude’’ among people to achieve 
the above-mentioned objectives. ‘‘The authority and pressure 
of law and the coercive power of Government’’ are used only 
when it becomes absolutely necessary to do so.1_ And even that 
is done to achieve the minimum required objectives. 

In order to develop and foster these high qualities among 
people Islam has laid, inter alia, a code of expenditure for 
It suggests that the surplus wealth should be 


surplus wealth. 
righteousness, public welfare 


utilized in the pursuit of virtue, 
and in rendering assistance to persons who have been unable to 


secure their due share to meet their meeds. The best course for 
people who have surplus wealth is to hand it over to the needy 
This quality is regarded as one of the highest tenets of morality 
in Islam: And Islamic society always respects those who earn 
and spend rightly much more than those who keep their wealth 
hoarded or who go on investing their surplus incomes in earning 
more and more.? 

Economic policy of Islam is perfectly in line with its basic 
philosophy and its general scheme of life. It adopts the 
most suitable and perfectly balanced economic policy keeping in 
view the welfare of the individual as well as of society. It 
neither encroaches upon the rights of individuals nor does it 
endanger the good of society. 

And in orderto achieve its objectives successfully it has 
adopted the moral as wellas legal measures. With the help of legal 


Economic Problem of Man and its Islamic 


——s—__ 


1. Sayyid A. A. Maududi, 
Solution, p. 46. 


2. lbid., p. 51. 
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Introduction 

measures it is able to achieve its practical objectives which are 
by themselves quite sufficient for the development of a progres- 
sive society. Moralteachings help people to rise above the 
level of material wants, to appreciate the higher values of life 
and to advance towards the nobler objectives of public good and 


social justice. 


Moral Teachings 
The Islamic Law merely takes a certain portion (not whole) 
of the wealth of the rich and does not go beyond a certain limit. 
But moral education achieves much wider results and infuses 
such a spirit among people that they are prepared to dispose of 
all their wealth for the will of God. There are many verses in 
the Qur’an which infuse this spirit among people and encourage 
them to spend their wealth on the poor. At one place, it is 


said : 
“O you who believe ! Give of the good things which you 


have (honourably) earned, and of the fruits of the earth 
which We have produced for you, and do not even aim at 
getting anything which is bad, in order that out of it you 
may give away someting, when you yourselves would not 
receive it except with closed eyes (i.c., with disgust).’’ 
(2 : 267) 
This verse makes it clear that charity has value only if 
something good and valuable is given out of one’s honourably 
earned income or Out of the Bounty of God (i.e. wealth produced 
in Nature). 

The Holy Prophet laid great emphasis on this aspect of 
private expenditure and condemned those who did not help the 
poor members of the community. 

(It is reported that) the Holy Prophet said that ‘it did not 
benefit a Mo’min (i.e. a believer) to sleep with his stomach full 


while his neighbour was hungry.” 
The Holy Prophet also said that ‘‘any one who med away 


-~ 
a hungry beggar from his doorsteps would be asked by God on 


the Day of Judgement : ‘“‘O son of Adam! I begged food from 
you but you refused to give me food,” 


_— 
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To encourage private expenditure in this way, the Holy 

Qur’an says that the poor have a right in the wealth of the rich: 
‘‘And in their wealth there is the right (due 

share) of the poor and the needy.” (51: 19) 

This verse speaks of the poor having a share in the wealth 
of the rich. Practically it means that the state has the right to 
take that share from the rich and give it overto the poor. In 
fact it gives the community the right to take some portion of the 
wealth of the rich besides Zakat' in order to safeguard the inter- 
ests of the poor members. 

There is a Hadith of the Holy Prophet which emphasises 
that there are rights (of human beings and God) on the wealth 

(of the rich) even after the payment of compulsory levy of Zakat. 
Abu Dhar (a celebrated companion of the Holy Prophet) 
reports that the Holy Prophet once said : 

“That people who did not spend like this (pointing with 
his hands) were the losers’’. 

Abu Dhar believed that the poor members of society had 
rightful share in the wealth of the rich and that the payment of 
Zakat was not enough to absolve them of their duty to help the 
former in their straitened circumstances. 

Islam condemns interest but at the same time creates con- 
ditions in society so that interest-free loans are available to 

people in need. Even the poor debtor is given respite in his 
financial difficulties as stated in sura Bagara : 


“If the debtor is in difficulty, grant him time till it 
is easy forhimtorepay. But if youremit it by way 
of charity, that is best for you-if you only knew.” 
(2 : 280) 

There are many sayings of the Holy Prophet which encour- 


age people to grant interest-free loans to other fellow human 


beings. 
I. 


ep See Chapter 14. 


The Holy Prophet is reported to have said : 


May God have mercy and blessing upon a man who js kind- 


hearted and generous in his dealings and behaves gently in 
demanding his loans. 


a 


t 
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2. One who wishes to be safe from pain and suffering on the 
Day of Judgement, should remove the hardships of a desti- 
tute debtor or should lessen his demands on him. 

3. One who gives time to a destitute debtor or reduces Some 
capital from his loan, would be under the protection of God 
when there would be no other protection. 

4, The upper hand (one who gives) is better than the lower 
hand (one who receives). 


Legal Measures 


Islam has no doubt fostered the spirit of (NFAQ) private 
expenditure (in the way of God) through moral teachings but it 
has also taken certain effective legal steps to maintain the pro- 
pensity to consume at the required level corresponding to full 
employment, It is true that moral education encourages people 
to spend more and more in ways seeking the favour of God. The 
more the people have understood and imbibed the spirit of 
Islam, the more will they spend for the betterment of the poor 
merely to win the favour of God. 

This type of education helps a great deal in increasing 
private expenditure on the uplift of the poor and, thereby boost- 
ing the level of consumption but this may not provide complete 
cure for all the ills of society. Because ‘‘in spite of all moral 
education and the exercise of moral pressure of a reformed 
society, it isnot possible to get rid of individual tendencies 
towards greed and profit-making. A good many people will 
always remain who like to invest their surplus wealth to make 
some more wealth over and above their needs’’. In order to 
check this tendency, Islam has placed some legal limitations on 
the use of surplus wealth. 

Firstly, it strictly prohibits lending of accumulated savings 
on interest. People are free to save as much as they like but 
their accumulated savings would not grow on interest in the 
economic system of Islam. 


Secondly, hoarding of the accumulated wealth is not per- 
mitted. You must spend whatever wealth you possess in the 
purchase of your own necessaries of life and hand over the sur- 


ne cue 
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plus to others for the satisfaction of their needs and thus kee 
the whole of the accumulated wealth of the community in con. have to be made for distant ones and wealth will be distributed 
tant circulation. But if you do not do this and aiet aa 4 among them. If no relatives, hear or distant, are forthcoming, 
accumulation, then you must pay Zakat levy atthe rate of y even then @ man iS not entitled to adopt any heir himself. In 
per cent per annum on your accumulated wealth for the benef 
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that event the whole community will succeed him and so all his 
of the poor and the needy in the community.! accumulated wealth will be deposited in the Public Exchequer. In 
The Public Exchequer collects Zakat from the wealthy and this manner even if a man ey CONCEANTALE millions and billions 
distributes it among the poor members of the community who of pounds, it will be distributed after his death in small proportions 
need and deserve help. ‘This is in fact the best form of insur. within two or three generations and every such accumulation 
ance for society. It destroys all those evils which result from the will be turned gradually into circulation”? in the community. . 
absence of any regular arrangements for collective help and co. Thos OCI of generations the property of the rich 
opeiation, Zakat levy, by providing means of livelihood to th: would be divided among hundreds and thousands of their heirs 
needy andthe destitute, helps in increasing their purchasing | and this would increase the propensity of the community to 
power and, thereby, in expanding trade, industry and agricul. consume. When the Law of Inheritance is working in conjunc- 
ture, in short, every branch of economic activity in the com- tion with Zakat and Zero rate of interest, it would achieve the 
munity,2 Thus a proper balance between production and con desired results (full employment) in a much shorter period. 


sumption is permanently maintained in an Islamic society The legal measures, explained above, a the pillars of the 
keeps it free from the evils of trade cycles and slumps. | economic system of Islam. Infaq (i.e. eae expenditure in 
Thirdly, the Law of Inheritance helps in diffusing wealth the way of God) provides the necessary lubrication and helps in 
concentrated in a few hands among hundreds and thousands in ysl oo functioning of the legal machinery without undue inter- 
the community. ruptions or friction. In consequence, the inequality of oppor- 
tunities created by unjust accumulation and unfair distribution 


Which 


All the wealth which a person had been confin- 
ing in his hands by gradual accumulation from all sides, in spite 


of Zukat levy and private expenditure (Infaq), is apportioned of Mie Neca ue ee it aca: a ak ous split 
among his heifs-males and females, immediately after his death. ave i ee S and the A ae ea © a be aes 
The Law of Inheritance is explained in the Holy Qur'an in these WEA LLORUTAVa gaily eequandered ‘on™ thes one Aand an 
words } 


abject poverty and insecurity on the other, is welded together 

t i -operation engendered b 

‘Por men is the share of what the parents and the hrough love, fraternity, co-operation ee y moral 

| 7 | teachings of Islam. / 

near relatives leave, and for women a share of what the Mia mineinnarientiend® siznificantvart played by Zakat 

parents and the near relatives leave, whether it be little ath oe. ay ” a ay ee a s ay fi . 

or much—an appointed share.” (4: 7) giee ay Ee Leaperenteres in CUe ey one aah a 
| the following pages. 

Under the Islamic Law, sons, daughters, fathers, mothers, 

wives, brothers, sisters, all of them succeed to a person’s inher- 


itance Which must be apportioned among all of them according 
(to a definite code, 


1, Economic Problem, op. cit., p. 58. 


If near relatives dO not exist, a search will 


1, hconomic Problem, Op. cit., p. 53. 5 
2. Jdid., p. 56. 
3 


a id., Dp. S8, 
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6 Economic Doctrines of Islam 
plus to others for the satisfaction of their needs and thus keep 
the whole of the accumulated wealth of the community in cons. 
tant circulation. Butif youdo not dothis and insist on its 
accumulation, then you must pay Zakat levy at the rate of 2 
per cent per annum on your accumulated wealth for the benefit 
of the poor and the needy in the community.! 

The Public Exchequer collects Zakat from the wealthy and 
distributes it among the poor members of the community who 
need and deserve help. This is in fact the best form of insur. 
ance for society. It destroys all those evils which result from the 
absence of any regular arrangements for collective help and co. 


operation, Zakat levy, by providing means of livelihood to the 


needy and the destitute, helps in increasing their purchasing 
power and, thereby, in expanding trade, industry and agricul. 
ture, in short, every branch of economic activity in the com 
munity.2 Thus a proper balance between production and con- 
sumption is permanently maintained in an Islamic society which 
keeps it free from the evils of trade cycles and slumps. 
Thirdly, the Law of Inheritance helps in diffusing wealth 
concentrated in a few hands among hundreds and thousands in 
the community. All the wealth which a person had been confin- 
ing in his hands by gradual accumulation from all sides, in spite 
of Zakat levy and private expenditure (Infaq), is apportioned 
among his heirs-males and females, immediately after his death.’ 
The Law of Inheritance is explained in the Holy Qur’an in these 
words : 

‘‘For men is the share of what the parents and the 
near reJatives leave, and for women a share of what the 
parents and the near relatives leave, whether it be little 
or much—an appointed share.” (4 : 7) 


“Under the Islamic Law, sons, daughters, fathers, mothers, 


wives, brothers, sisters, all of them succeed to a person’s inher- 


itance which must be apportioned among all of them according 


to a definite code. If near relatives do not exist, a search will 


1. Economic Problem, op. cit., p. 53. 
2. lbid., p. 56. 


3, Ibid., p. 58. 
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have to be made for distant ones and wealth will be distributed 
among them. If no relatives, near or distant, are forthcoming, 
even then a man is not entitled to adopt any heir himself. In 
that event the whole community will succeed him and so all his 
accumulated wealth will be deposited in the Public Exchequer. In 
this manner even if a man may concentrate millions and billions 
of pounds, it will be distributed after his death insmall proportions 
within two or three generations and every such accumulation 
will be turned gradually into circulation’! in the community. 

Thus in a couple of generations the property of the rich 
would be divided among hundreds and thousands of their heirs 
and this would increase the propensity of the community to 
consume. When the Law of Inheritance is working in conjunc- 
tion with Zakat and Zero rate of interest, it would achieve the 
desired results (full employment) in a much shorter period. 

The legal measures, explained above, are the pillars of the 
economic system of Islam. Infaq (i.e. private expenditure in 
the way of God) provides the necessary lubrication and helps in 
proper functioning of the legal machinery without undue inter- 
ruptions or friction. In consequence, the inequality of oppor- 
tunities created by unjust accumulation and unfair distribution 
of wealth vanishes in no time. The society, which has been split 
up into the over-nourished and the under-nourished, with super- 
fluous wealth extravagantly squandered on the one hand and 
abject poverty and insecurity on the other, is welded together 


through love, fraternity, co-operation engendered by moral 
teachings of Islam. 


/ 


The most important and Significant part played by Zakat 


and the Zero rate of interest in this system will be explained in 
the following pages. 


1, Economic Problem, op. cit., p. 58. 


Chapter J 


PROBLEM OF INTEREST 


(1) 


‘ed the Principles of 
‘ous Chapter, We have outline mcip 
Pact y. There, Principles are operative im al 
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bien of the Economy. In the following Chapters, we intend to 


deal at length with the problem of the rate of interest. 
Let us briefly analys¢ the various theories of interest. It 1s 
paradoxical to note that there 1s not a single adequate and 
generally accepted theory of interest which can give 4 sound 
explanation of the origin and the cause of interest. There 1s 
least agreement among the economists as to the exact origin OF 
even causes of interest as pointed out by the following quotation 
of Haberler. Haberler writes : 
“The Theory of interest has for a long time been 

a weak spot in the science of economics, and the expla- 

nation and the determination of the interest rate still 

gives rise to more disagreement amongst economists 

than any other branch of general economic theory.””! 


Theories of Interest 


| The early view on the theory of interest stressed ethical 
religious and legal elements, all of which centre round the 
institution of usury. 

Until the publication of Keynes ‘‘General Theory” the 
orthodox approach to the theory of interest rate consisted 1 
the analysis of two ‘real’ elements which were supposed . 
determine the ‘pure’ interest. The structure of interest ae 


1. Prosperity and Depression, 1st edition, p. 195 
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deal at length with the problem of the rate of interest. 
Let us briefly analyse the various theories of interest. [tis 
paradoxical to note that there is not a single adequate and 
generally accepted theory of interest which can glve a sound 
explanation of the origin and the cause of interest. There 1s 
least agreement among the economists as to the exact origin OF 
even causes of interest as pointed out by the following quotation 
of Haberler. Haberler writes : 
“The Theory of interest has for a long time been 
a weak spot in the science of economics, and the expla- 
nation and the determination of the interest rate still 
gives rise to more disagreement amongst economists 
than any other branch of general economic theory.””} 


Theories of Interest 


The early view on the theory of interest stressed ethical 
religious and legal elements, all of which centre round the 
institution of usury. 

Until the publication of Keynes ‘“‘General Theory’ the 
orthodox approach to the theory of interest rate consisted in 
the analysis of two ‘real’ elements which were supposed to 
determine the ‘pure’ interest. The structure of interest rates 


1, Prosperity and Depression, 1st edition, p. 195 
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was then explained with the aid of the uncertainty factor which 
gives rise to the risk premium as a differential element. 

AS a rule, all complete orthodox theories, such as those of 
Boehm Bawerk, Fisher and Hayek, combined together the psy- 
chological and the productivity factors. The treatment of 
uncertainty by earlier writers was vague and only recently this 
subject has begun to receive proper attention. 

It has now been commonly recognised that the ‘real’ ap- 


proach has to be regarded as ihe first approximation to the 
theory of the rate of interest. ‘The real rate of interest’——as 
determined by productivity and psychological factors and 
differentiated by uncertainty——is only one of the determining 


factors of the monetary rate of interest which is met in reality, 

Monetary factors form the second group of component elements 

of a full account of the determination of interest rafes. 

The modern contribution, however, stimulated by the Liqui- 
dity Preference Theory consists in the formulation of a compet- 
ing theory ia terms of the supply and demand for Loanable Funds 
and in the supply and demand for money and the subsequent 
reconciliation of the Liquidity Preference with the Loanable 
Funds approach. 

Attempts of co-ordination between the ‘real’ and the ‘mone- 
tary’ approaches in the theory of interest rate and the indication 
of the most recent methodological developments defined in the 
‘assets-preference’ approach are the new trends in the theory of 
interest. 

But it seems that all the attempts Of co-ordination have so 
far failed. Attempts of E. Lundberg and Hayek failed because 
of the inherent confusion between the stock and flow concepts, 
As a result, they shifted to the concepts of the ‘loanable-funds’ 
theorists. Attempts of F. Modigliani, whose theory in many 
respects falls in line with the views of J. R. Hicks and A. 
Hansen, also seems to have failed. 

Indeed it may be added that all these approaches to the 
problem Of the rate of interest have helped more to confuse the 
real issue. It is time to reconsider the whole problem of jnterest 
‘‘which deserves rehabilitation and honour’’ entirely from a 
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Problem of Interest - li. 
different point of view and, if need be, ‘‘even by invoking the 
sanctions of the moral law’’. ; 


1. Legal Usury Doctrine 


The doctrine of legal usury consists of two distinct ap- 


_ proaches : 
(i) The original, older concept of usury was based on ethics 


and expressed by legislation. This idea was common 

to all ancient societies and it still exists in some modern 
societies. As aresult, many ancient civilised nations, 
including Roman and Greek, prohibited the charging of 
interest in their territories. Even inthe Middle Ages, 
usury was strictly prohibited by canon laws. 

(ii) Another doctrine of usury was represented chiefly by 
the Medieval Church. Its characteristic feature was 
the prohibition of interest. 

All ancient civilized nations of the ancient world, and the 
Christian Middle Ages were exceedingly unfavourable to 
interest. There were explicit instructions in the Bible regarding 
interest, such as ‘“‘Lend, hoping for nothing again”’ (Luke). The 
Christian Church lent its arms and, step by step, it managed to 
introduce the prohibition into legislation.’ The Ecclesiastical 
ban on usury continued until the end of the Middle Ages, as 


late as the 13th century. 
‘The hostile expressions of the ancient world, not few in 


number, consist, in part, of a number of legislative acts forbid- 
ding the taking of interest and in part accidental utterance of 
philosophers such a Plato, Aristotle, the two Catos, Cicero, 
Seneca and Pantus etc. Greek philosophers regarded money as 
nothing but a medium of exchange and, therefore, they denied 
the productivity of money loans. A piece of money cannot 
beget another piece was the doctrine of Aristotle. The obvious 


conclusion was that interest is unjust. 


1. Boehm Bawerk, Capital and Interest, Vol. I, 1959, pp. 10-11, 


2. Bawerk quoted earlier. 
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2. Scholastic Doctrine 


Among the views described in the preceding section the 
scholastic theory of interest provides the best example of a 
coherent ‘institutional’ doctrine. It was connected with the 
philosophy of the ancient Greeks who were a source of both 
principles and informations for all great scholastic thinkers, 
such as St. Augustine, St. Thomas Aquinas, Antoninus of 
Florence and many of their followers. Aristotle is regarded as 
the originator of the thesis of unproductivity of money, which led 
to the conclusion that interest was unjust. Plato also thought 
that no interest should be given nor even the principle of a debt 
be paid. All these great thinkers were opposed to the institution 
of interest and strongly condemned it as unjust and against 
social justice. 

Thomas Aquinas was of the opinion that ‘To take usury 
for money lent is unjust in itself, because this is to sell what 
does not exist’’. Antoninus of Florence declared that ‘Money 
is not profitable of itself alone, but it may become profitable 
through its employment by merchants’. A number of scholastic 
writers developed this line of reasoning. 

An Italian writer Mirbean is very rigorous in his condemna- 
tion of money interest. ‘All in all’, he says, ‘‘money interest 
ruins society by putting incomes into the hands of people who 
are neither owners of land, nor producers, nor industrial 

workers, and these people can be compared only to hornets, who 


ae | 


live by plundering the hoards of the bees of society’’, 


3. The ‘‘Colourless’’ Theories 


Boehm Bawerk includes all the classical economists, such 
aS Adam Smith and Ricardo among the colourless theorists. 
A. Smith and Ricardo do not distinguish clearly between interest 
and gross profit and often confuse interest with gross profit on 
capital. According to these economists interest is the compen- 
sation paid to the lender of capital by the borrower for the 
profit he makes by using his capital. Thus interest is determined 


—— 


1. Bawerk, op. cit., p. 34. 
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by the rate of profit which is independent of the quantity or of 
the value of capital, Andin their opinion ‘‘whenever a great 
deal can be made by the use of money, great deal can be given 
for the use of it.’”2 Further they regarded all capital as stored 
up labour and attributed all value to labour. 
A. Smith looked on the problem of interest as essentially 
a problem of price and emphasised the necessity of interest on 
two grounds :7 

(i) in order to call forth a sufficient supply of capital ; 

(ii) because the necessity of advances leads to a never 
ceasing capital. 

A large number of colourless writers among early German 
economists including Sartorius, Luederand and Kraus, follow 
A. Smith and copy “his vague hints concerning interest almost 
literally, in particular his remark that, if there were no interest, 
the capitalist would have no inducement to employ his capital 
productively.’’® 

A few of the economists, such as Count Soden and Lotz, 
placed ‘“‘greater emphasis on those passages in A. Smith which 
hold that interest is a share in the product of labour accruing 
to the capitalist.’’4 } 

Reduced to its essence, Ricardo’s theory explains the rate 
of interest by the rate of wages ; the rate of wages is the cause, 
the rate of interest the effect’.5 He further emphasises ‘‘there 
is a connection between interest and wages, and that the increase 
of one factor involves the loss or curtailment of the other’’.® 
In another passage he seems inclined to the view that interest 
arises Out of a special surplus value. In fact, he has presented 


different propositions without reaching a conclusion.’’? 


1, Ricardo, Principles of Political Economy and Taxation. 

2. Cassel, Nature and Necessity of Interest, London, 1903, p. 23. 
3. Bawerk, op. cit., p. 54. 

4, Ibid., p. 55. 

5. Ibid., pp.°61-62. 

6. Ibid., p. 64. 

7. Ibid., p. 62, 


re 
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Criticism 
While criticising Ricardo’s theory of interest, Bochm 
Bawerk remarks that it “thas no validity whatever for those who 
hold his rent theory to be fundamentally untrue, Further, that 
portion of the argument which is based on the wage fund theory 
is open to all the objections that can be raised to that theory”. 
In his opinion even if the correctness of the rent theory and of 
the wage fund theory is granted, the rate Of interest is not 
explained by his theory! *‘because he has mistaken what are simply 
accompanying circumstances of the phenomenon for its cause”, 
Boehm-Bawerk further says that? ‘‘interest, no less than 
wages, may be said to stem from independent motives. To have 
ignored those motives completely is the decisive blunder commit- 
ted by Ricardo (and others who follow the same line of argument), 
The peculiar nature of this blunder also explains most naturally 
the otherwise astonishing phenomenon, that the comprehensive 
investigations which so distinguished a thinker as Ricardo devot- 
ed to the question of the rate of interest were marked by such 
complete absence of progress toward the solution of the principal 
question, the causes of that interest”. 

MacLeod, an English economist, severely criticises such 
interest theories and “‘rejects the doctrine that interest is a 
constituent of the cost of production. He disputes Ricardo’s 
statement that the rate of interest is conditioned by the rate of 
wages.’’3 

Ricardo and his followers do not explain how to relate 
fixed interest to variable profit which may sometimes be negative, 
Further, they do not explain the basic question of the producti- 
vity of money. 

Furtheromore, it is not certain, as Ricardo and others have 
emphasised, that the sum saved out of a given income necessarily 
increases when the rate of interest is increased and falls when 
the rate of interest is decreased. In the past two and a half 


centufles savings have greatly increased in spite of a steady fall 


ie Bawerk. op. cit., p. 62. 
2. Ilbid., p. 64. 
3, Ibid., p. 79, 


1$ 
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in the rate of interest. Keynes seems to be fully justified in 
criticising the Classical theories when he says that interest is not 
a reward for saving because people can do save without lending 
at interest, and can receive interest by lending money, not saved 
by them but inherited. And Keynes further argues that saving 
is not determined by interest particularly in a society as ours 
where greater amount of saving comes from Corporations, banks, 
Co-operative societies etc. and not from individuals. There are 
a number of factors, such as size of income, desire for security 
and power and other psychological factors influencing the 
preferences of the individual as between the present and the 
future, which together determine the aggregate amount of saving 
in a community is not likely to be affected very much by changes 


in the rate of interest. 


4. The Abstinence Theory 

Senior is considered as the founder of the Abstinence 
Theory. He called interest as a reward for abstinence on the 
part of the capitalist. He distinguishes two ‘‘primary instruments 
of production, labour and forces of nature. But these instru- 
ments cannot attain complete effectiveness, unless they are 
supported by a third element. Senior calls this third element 
‘abstinence’, by which he means ‘‘the conduct of a person 
who either abstains from unproductive use of what he can com- 
mand, or designedly prefers the production of remote to that of 
immediate results.” And according to Senior the ‘‘Sacrifice”’ 
which lies in the renunciation or the postponement of gratifica- 
tion, demands compensation. That compensation is interest.2 

In the 20th century many economists, including Marshall, 
MacVane, Carver, Macfarlane and Cairness, have put forward 
and effective plan in its defence. Cairness used the term 
postponement ;? MacVane replaced the expression ‘‘abstinence”’ 
with “‘waiting’4 which was approved by Marshall as equivalent 


1. Bawerk, op. cit., pp. 179-180. 

2. Ibid., p. 181. 

3. Ibid., p. 40. 

4. Ibid., p. 41. ; 
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to “postponement of enjoyment.”! Marshall introduced two 
of his own terms which he called the ‘‘prospectiveness” and the 


‘ - > ie = Dae 
‘productiveness’’ of capital as the fundamental causitive factors He thinks that the connecting link in Marshall’s explanation of 
in the origination of interest.2 ‘‘Prospectiveness” of capital 


involves ‘sacrifice of the present for the future” in orderto | the problem of interest ‘reveals the same flaw ae does that of 
accumulate it while ‘‘productiveness’” makes it the object i perl eV a Ss pen ACEs toes we wie 
demand.® iat “abstinence” became discredited and ultimately dropped out 0 

| use2 and was replaced by other names, as explained earlier in 


In the opinion of Boehm-Bawerk, Marshall’s re-orientation 
of the expression abstinence does not make much difference. 


Criticism this section. 

Many economists have ridiculed and condemned this doctrine Cassel and Henderson have also criticised this theory on the 
of Senior. Lasselle made the whole conception of abstinence ground that it does not give any satisfactory reason for the 
ridiculous by representing the millionaires of Europe, the existence of interest: Thus the abstinence theory, as put forward 
Rothschilds etc., as ascetics for the sake of society.4 To quote | by Senior and his associates, has failed to offer any reasonable 
him: “Interest is the wage of renunciation! Felicitous word, explanation of the rate of interest. 


priceless word! Your European millionaires are ascetics’’.* 
According to Boehm, ‘“‘the existence of interest and its rate é Peas 
2 . separ es The advocates of this theory consider productivity as an 
do not exhibit the slightest degree of co-relation withthe : Aves ag 
om | inherent property of capital and, therefore, they justify interest 
existence and the degree of ‘‘sacrifice of abstinence.’ In his ; a : 
as remuneration for this productivity. According to Boehm, 
the proposition that capital is productive, may signify any of 
the following :3 
(i) “Capital has the capacity of serving to produce goods ; 
(ij) Capital has the power of serving to produce more 
goods than could be produced without it ; 


5. Productivity Theory 


i Opinion Senior’s theory of abstinence has two shortcomings : 
In the first instance, Senior gives too much prominence to the 
factor of postponement of gratification. It is true, he says, that 
this factor does exercise a certain amount of influence on the 
origin Of interest but the influence is neither so direct nor so 
exclusive that we may say that ‘‘interest is the wage of abstinence 


and that’s that.”7 In the second place, Senior has presented the (iii) Capital has the power to produce value greater than 
doctrine in a way which is vulnerable to attack. Boehm regards could be produced without it ; and 
it ‘‘an error in logic to present the renunciation of gratification, | (iv) Capital has the OMe tES Prouuce value greater than 
or abstinence in the abstract, as a second and independent that which ut possesses itself. - 
sacrifice, apart from the labour that is sacrificed in produc- | Boehm has divided Broguctivity Theories into two groups : 
tion.’’7 (a) The Naive Productivity Theories and (b) Motivated Pro- 
$$$ —_$$_$_—__—_. ductivity Theories. 
5! ee ae : ae onl (a) The Naive Productivity Theories q 
3. Ibid., p. 380. “According to Say “capital renders production 
a. “Casse)) Opcit i219. services for which the owner must be paid, and that pay- 
5. Bawerk, op. cit., p. 183. 
6. Ibid., p. 185. 1, Bawerk, op. cit., pp. 380-382. 
7. Ibid., p. 184, 2. Cassel, op. cit., p- 39. 


3. Bawerk, op. cit., p. 75. 
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ment is interest.”4 His remarks about ‘surplus value’. 
which is produced by capital, may be divided into two 
groups. ‘“‘In one group he represents capital as endowed 
with the power of creating value and the payment for 
the productive services of capital is the result of the 
existence of surplus value. In the second group he 
reverses the casual relation, by representing the payment 

of the services of capital as the cause of the existence 

of surplus value.’’2 

But Boehm rejects Say’s proposals as sharply contradictory 
and this he says is the natural consequence of his uncertainty 
about the whole theory of value. 

Riedel explains the doctrine of productivity in this way 
‘“‘Whenever the use of capital results in the creation of material 
values exceeding the value of the aid which nature and labour 
have furnished, the result must be termed the product of capital.” 

In the opinion of Wilhelm Roscher, capital produces 
‘surplus value’ directly by its own peculiar power. But, accord- 
ing to Boehm, this ‘theory can lay but slight claim to the 
cardinal theoretical virtues of unity, consistency and pro- 
fundity.’’> 


Criticism of the Naive Productivity Theories 


The main points of criticism of this theory may be summaris- 
ed as follows : 

(i) Surplus value has been attributed to the productive 
power of capital without showing any reason for it. There is no 
proof that capital actually possesses such a power.® 

(ii) The socialist school has criticised these theories as an 
inadequate and unscientific explanation of interest, Their 

‘Scientific blunder is that they have taken a mere hypothesis for 


i. Bawerk, op. cit., p. 81. 
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a proven fact, 1.€, “hypothesis of value creating power in 
capital.” This is because “value is not produced at all, and 
cannot be produced. We never produce anything but forms, 

shapes of material, that is today, things, goods. These goods 
can of course be goods possessing value, but they do not. bring 
value with them ready made, something inherent that results 
from production. ‘They only acquire value from the wants and 
satisfaction of the economic world: Value “has its source not 
‘jn fie past of goods, but in their future.’’! . 

" (iii) Furthermore, physical productivity ascribed to capil 
js supposed to include a surplus of value, besides replacing the 
costs of cApital expended. Itis: granted that more’ goods can 
actually'be produced with its help than without. and that the 
value of such goods is higher “than the smaller amount of goods 
produced without it. “But there is not one single: feature in the 
whole set of circumstances to indicate that this greater amount 
of goods must be worth more ¢ than capita consumed: in its pro- 
‘duction”. 2 | we 


(b). ‘The Motivated Productivity Theories __ 


' The Motivated Theorists are in agreement with ‘the Naive 
Theorists regarding the productive power of capital as the ulti- 
‘mate source of interest but they show a two-fold advance in the 
working out of the basic idea. Firstly, they have avoided the 
term “value creating powers’? of capital and, secondly, they 
have used the “productivity of capital’ in the sense of ‘‘physical 
productivity.” Besides, they don’t consider that: excess value, 
accompanying physical productiveness is self-evident-and there- 
fore, they give reasons to support their argument.3 © ) 

' The chain of motivated theories begins with Lord Lauder- 


‘dale, followed by Malthus and American economists, Carey and 
Pesbine'Smith, and German economists, Thunen and Strasbur- 


2, Ibid., p. 82. ger. Some of the modern economists, such as Francis Malker, 
3. Ibid., p. 83. en taysion tates q | | | 

4, Ibid., p. 85. | 1. Bawerk, op. cit., p. 90. 

5, Ibid., p. 87. 2. Ibid., p. 93, 

6. lhid., pp. 87-88. 3. Ibid., p. 95. 
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J. B. Clark, Wieser and Karl Adler, are also adherents of 3 
motivated theory of interest. 

According to Boehm, both Strasburger and Lauderdale con- 
fuse gross interest and capital value on the one hand with net 
interest on the other. Both are guilty of the same misinterpreta. 
tion of the true effects of the premises they assumed, and of the 
same neglect of the true causes of the phenomenon they seek to 
explain.t In his opinion, ‘‘the return to the starting point 
demonstrates the utter futility of the events that lie bewteen. It 
was hopeless from the outset to attempt to explain interest 
wholly and entirely on the basis of a productive power of capital, 
The only thing that productive power can do isto create a 
large quantity ofa product, thereby creating, at most, much 
value, but never excess value. 

Jevons tries to explain the doctrine of interest through the 
Marginal Productivity Theory of interest. His views may be 
expressed in these words: 2 ‘‘The sole function of capital 1s to 
enable the producer to put a certain interval between beginning 
and end of the production process. In this way the productivity 
of labour is considerably increased, and therefore, something 

can be paid for the use of capital. The price of this use is 
however, not regulated by the total increase of productivity, but 
that increase which is caused by the last extension of the pro- 
ductive process. In accordance with that view Jevons regards 
the productivity of the use of capital asa function of the time 
**t?’ that the producer can afford to spend on production”. 
“Now, as the producer hasto pay interest for his use of 
capital, he cannot extend the time production indefinitely. He 
is bound by the condition that the productivity of the marginal 
extension never goes below what he has to pay for that exten- 
sion in the form of interest. Hence he must stop at the point 
where the increase of the product is just swallowed up by the 
extra interest he has to pay.” 
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productivity theory of interest.’ 
Criticism of Productivity Theories 

All the Productivity theories of interest are fundamentally 
defective because they do not give but only a subordinate role 
to monetary, psychological and other factors. They have given 
no consideration to the part played by the changes inthe quan- 
tity of capital on the rate of interest. The importance of money 
and credit in relation to the rate of interest has also been com- 
pletely ignored. 

These theories haye, in fact, failed to explain the origin and 
cause of the rate of interest. Even the marginal productivity 
theory explains merely “the rents paid on capital asset’, which 
are Only sums (of money). But we must know the value of the 
capital asset itself, in order to find out the rate of interest. And 
the value of capital asset can only be calculated if we know the 
rate of interest on money loans. Thus the process of calculating 
the value of capital, known as “capitalisation” is dependent upon 
the pre-existence of the rate of interest. Therefore any attempt to 
explain the rate of interest on money loans through the produc- 
tivity of the borrowed capital should “‘involve us in a circular 
reasoning’. 

Besides, these theories are based upon the presumption of a 
stationary state with static equilibrium and ignore the dynamic real 
life, full of complex problems, such as changes in population, 
tastes, preferences, growth of capital, inventions and other techni- 
cal improvements, changes in the quantity of money and credit 
and many other changes.* All these multifarious changes are 
bound to act and react on each other and thereby may collec- 
tively influence the value of any capital that may be employed.* 

Furthermore, “the defect of the productivity theory of 

interest is identical with that of the use-school concept discussed 
below. This is because ‘the productivity of a concrete capital’ is 


Kunt Wicksell and Von Hayet also emphasise the marginal 1. Shaikh Mahmud Ahmad, Economics of Islam, p. 34. | 

ee hes Salen. 2. Anwar Iqbal Qureshi. Islam and the Theory of Intercst, p. 22. 

I. Bawerk, op. cit. p. 20. 3 Ibid., p. 22. 
2. Ibid., pp. 52-53. 4, Ibid., p. 33. 
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J. B. Clark, Wieser and Kari Adler, ate also adherents of a 
motivated theory of interest. 

According to Boehm, both Strasburger and Lauderdale cop. 
fuse gross interest and capital value on the one hand with ne 
interest on the other. Both are guilty of the same misinterpreta. 
tion of the true effects of the premises they assumed, and of the 
same neglect of the true causes of the phenomenon they seek ty 
explain.» In his opinion, ‘‘the return to the starting point 
demonstrates the utter futility of the events that lie bewteen. }} 
was hopeless from the outset to attempt to explain interest 
wholly and entirely on the basis of a productive power of capital, 
The only thing that productive power can do isto create a 
large quantity ofa product, thereby creating, at most, much 
value, but never excess value. 

Jevons tries to explain the doctrine of interest through the 
Marginal Productivity Theory of interest. His views may be 
expressed in these words :2 ‘The sole function of capital is to 
enable the producer to put a certain interval between beginning 
and end of the production process. In this way the productivity 
of labour is considerably increased, and therefore, something 

can be paid for the use of capital. The price of this use is 
however, not regulated by the total increase of productivity, but 
that increase which is caused by the last extension of the pro- 
ductive process. In accordance with that view Jevons regards 
the productivity of the use of capital asa function of the time 
**t?’? that the producer can afford to spend on production’’. 
“Now, as the producer has to pay interest for his use of 
capital, he cannot extend the time production indefinitely. He 
is bound by the condition that the productivity of the marginal 
extension never goes below what he has to pay for that exten- 
sion in the form of interest. Hence he must stop at the point 
where the increase of the product is just swallowed up by the 
extra interest he has to pay.”’ 
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Criticism of Productivity Theories 


All the Productivity theories of interest are fundamentally 
defective because they do not give but only a subordinate role 
to monetary, psychological and other factors. They have given 
no consideration to the part played by the changes in the quan- 
tity of capital on the rate of interest. The importance of money 
and credit in relation to the rate of interest has also been com- 
pletely ignored, 

These theories have, in fact, failed to explain the origin and 
cause of the rate of interest. Even the marginal productivity 
theory explains merely “‘the rents paid on capital asset’, which 
are only sums (of money). But we must know the value of the 
capital asset itself, in order to find out the rate of interest. And 
the value of capital asset can only be calculated if we know the 
rate of interest on money loans, Thus the process of calculating 
the value of capital, known as ‘capitalisation’ is dependent upon 
the pre-existence of the rate of interest. Therefore any attempt to 
explain the rate of interest on money loans through the produc- 
tivity of the borrowed capital should ‘‘involve us in a circular 
reasoning’. 

Besides, these theories are based upon the presumption of a 
stationary state with static equilibrium and ignore the dynamic real 
life, full of complex problems, such as changes in population, 
tastes, preferences, growth of capital, inventions and other techni- 
cal improvements, changes in the quantity of money and credit 
and many other changes.* All these multifarious changes are 

bound to act and react on each other and thereby may collec- 
tively influence the value of any capital that may be employed.* 
Furthermore, ‘‘the defect of the productivity theory of 
interest is identical with that of the use-school concept discussed 
below, This is because ‘the productivity of a concrete capital’ is 


1. Shaikh Mahmud Ahmad, Economics of Islam, p. 34. 

2. Anwar Iqbal Qureshi. Islam and the Theory of Intercst, p. 22, 
3. Ibid., p. 22. 

4, Ibid., p. 33. 


Kunt Wicksell and Von Hayet also emphasise the marginal 
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1. Bawerk, op. cit. p. 120. 
2. lbid., pp. 52-53, 
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explanation of interest as the latter’’.! | buys the service’’." 
2 . | In the late 19th century and early 20th century, the concept 
6. The Use Theories | 


The use theories of interest are an offshoot of the productiy- 
ity theories and very cloSely resemble the basic ideal which 
wrecked the latter, namely the recognition of an exact causal 
cOnnectiOn between the value of products and the value of their 
means of production. The use theories are founded on the 
principle that the use of capital is a quality of capital indepen- 
dent of its substance. Thatis to say, the use of capital has an 
independent nature and independent value. To obtain a return 
on Capital it is not enough to sacrifice the substance of capital 
alone ; the ‘“‘use” of capital employed must be sacrificed as well 
during the period of production. And the exponents of these 
theories Claim that component part of value which goes under 
the name “excess value’’ corresponds to that component part 0 
sacrifice which goes under the name ‘‘use of capital”’.? 

Thus these theories assume that capital is productive, but 
they make the assumption with no specific emphasis and without 
Suggesting Complex implications.* 

The development of these theories is associated with the 
names of J. B. Say, Hermann and Karl Menger. Lhe use theory 
was earlier proposed by Turgot who, like Menger, adopted a 
definition Of the use of capital as an arithmetical quantity. And 
“it follows immediately from it that the use of capital is a 
quantity of two dimensions, the measure of it being a certain 


sum Of value into the time of use. Now this is the same measure 


as that or waiting; and, consequently, we may infer that 
Waiting and the use of capital denote the same thing. In fact, 
they signify one and the same productive service : “‘waiting” is 
used to express what is done by him who supplies the service, 
- Cassel], op. cit., p. 51. 


. Bawerk, op. cit. pp. 122-123. 
. lbid., p. 123. 


that interest is a payment for the use of capital “found many 


friends among the economists, such as Walras, Cassel, Oswalt, 
Zaleski and Margolin. 


Criticism 


Boehm rejected the validity of the assumption that there was 
beside each capital good a ‘‘use’’ thereof which was an indepen- 
dent economic good possessing independent value. He further 
emphasised that ‘‘in the first place, there simply i is no such thing 
as an independent “use of capital’, and, consequently, “it can 
not have independent value, nor by its participation give rise to 
the “phenomenon of excess value’. To assume such a use is to 
create an unwarrantable fiction that contravenes all fact”.? 

“In the second place, even if there existed the kind of use 
of capital that is postulated by the Use Theorists, it would still 
not provide a basis for the satisfactory explanation of the pheno- 
menon Of interest, as the latter actually manifests itself. There- 
fore the Use Theories are founded ona hypothesis which is 
neither consonant with reality nor capaple of attaining the Solus 
tion which was its purpose’’.2 

Besides, what is the meaning of the phrase ‘‘use of capital’’? 
It is hard to give an exact definition of ‘‘use’’ and there is no | 
agreement even among the Use theorists themselves astothe | 
nature of “‘use”.3 Bochmemphasises “that even if we accept 
the hypothesis that an independent net use of capital exists, the 
Use theory cannot lead to a satisfactory explanation of in- 
terest”.48 According to Boehm, ‘“‘a tacit verdict as to its inade- 


quacy is implicit in the fact that efforts were continued to seek 
other explanations’’.5 2, 


1, Cassel, op, cit., p, 48. 

2. Bawerk, op. cit., p. 141. 
3, Ibid., p. 142. 

4. Ibid., p. 176, 

5. Ibid., p. 42, 


- Cassel, op. cit. 
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Only a Special instance of the use:;of a concrete capital ; and the 
former conception is therefore as insufficient for a complete 
explanation of interest as the latter’’.! 


6. The Use Theories 


The use theories of interest are an offshoot of the productiy- 
ity theories and very closely resemble the basic ideal which 
wrecked the latter, namely the recognition of an exact causal 
connection between the value of products and the value of their 
means of production. The use theories are founded on the 
principle that the use of capital is a quality of capital indepen- 
dent of its substance. That is to say, the use of capital has an 
independent nature and independent value. To obtain a return 
on capital it is not enough to sacrifice the substance of capital 
alone ; the ‘‘use’’ of capital employed must be sacrificed as well 
during the period of production. And the exponents of these 
theories Claim that component part of value which goes under 
the name * excess value’’ corresponds to that component part of 
sacrifice which goes under the name ‘‘use of capital’’.¢ 

Thus these theories assume that capital is productive, but 
they make the assumption with no specific emphasis and without 
Suggesting complex implications.* 

The development of these theories is associated with the 
names of J. B. Say, Hermann and Karl Menger. The use theory 
was earlier proposed by Turgot who, like Menger, adopteda 
definition Of the use of capital as an arithmetical quantity. And 
“it follows immediately from it that the use of capital is 4 
quantity of two dimensions, the measure of it being a certain 
sum Of value into the time of use. Now this is the same measure 
as that or waiting; and, consequently, we may infer that 
Waiting and the use of capital denote the same thing. In fact, 

they signify one and the same productive service : ‘‘waiting” is 
used to express what is done by him who supplies the service, 
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and ‘‘use of capital” to express what is obtained by him who 


buys the service’’.’ 
In the late 19th century and early 20th century, the concept 
that interest is a payment for the use of capital ‘found many 


friends among the economists, such as Walras, Cassel, Oswalt, 
Zaleski and Margolin. 


Criticism 


Boehm rejected the validity of the assumption that there was 
beside each capital good a “‘use’’ thereof which was an indepen- 
dent economic good possessing independent value. He further 
emphasised that “‘in the first place, there simply is no such thing 
as an independent “use of capital’, and, consequently, it can 
not have independent value, nor by its participation give rise to 
the “phenomenon of excess value”, To assume such a use is to 
create an unwarrantable fiction that contravenes all fact’’.? 

“In the second place, even if there existed the kind of use 
of capital that is postulated by the Use Theorists, it would still 
not provide a basis for the satisfactory explanation of the pheno- 
menon Of interest, as the latter actually manifests itself. There- 
fore the Use Theories are founded ona hypothesis which is 
neither consonant with reality nor capaple of attaining the solu- 
tion which was its purpose” .? 

Besides, what is the meaning of the phrase ‘‘use of capital’’? 
It is hard to give an exact definition of ‘‘use’’ and there is no 
agreement even among the Use theorists themselves as to the 
nature of ‘‘use”.3 Boehmemphasises “that even if we accept 
the hypothesis that an independent net use of capital exists, the 
Use theory cannot lead to a satisfactory explanation of in- 
terest”.48 According to Boehm, ‘‘a tacit verdict as to its inade- 


quacy is implicit in the fact that efforts were continued to seek 
other explanations’’.5 ; 


1. Cassel, op. cit., p. 48. 


2. Bawerk, op. cit., p. 141. 
3. Ibid., p. 142. 
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In fact, these theories, like the other theories explained 
earlier, failed to give an adequate and complete explanation of 
the Origin and cause of the rate of interest. 


7. The Remuneration Theories 


A number of theories expounded by the English, the French 
and the German economists which call interest the remuneration 


of labour performed by the capitalist are termed as the Remun. 
eration theories by Boehm Bawerk.? 


(a) The English Group 


This group explains interest as the remuneration for the 
labour which was originally spent to create the capital good 
itself. The chief exponents of this group are J. Mill and 
McCulloch. 

Even if it is granted that remuneration of capital is the 
reward for mediate labour (as Mill prefers to cal! capital), it 
fails to solve the problem. Why mediate labour is compensated 
at a higher rate than immediate labour, since ‘‘the latter receives 
the simple labour wage ; while the former receives an annuity 
which exceeds the Jabour rate by the amount of interest?” Mill 
seems to have no answer. 


(b) The French Group 


This group explains interest as the remuneration of the 
labour wich consists in the ‘‘saving up”’ of capital. Chief repre- 
sentative of this group is Courcelle Senevil. According to this 
group, the ‘labour Of saving’ is entitled to remuneration just as 
‘labour of muscular exertion’. The latter is remunerated in the 
form of wages while the former is paid in the form of interest. 

The rate of this compensation is determined ‘‘by the laws of 
supply and demand ; it is governed, on the one hand, by the 


desire and the ability to employ a capital sum re-productivity, 


and, on the other, by the desire and the ability to accumulate 
that sum by saving’’.3 


Bawerk, Op. cit. p. 195. 
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This theory is a disguised version of Senior’s Abstinence 


theory and is, therefore, open to all those objections which have 


been raised against the latter. But, in addition, this theory 
exhibits weakness of its own. There is no doubt that foresight 
and saving do require some effort but “‘the mere fact that the 
performance of labour in a certain set of circumstances 1s accom- 
panied by the receipt of income is not by any means a justifica- 
tion for maintaining that the income is the wage of that labour. 
In order to advance such an argument one would have to be 
able to prove that the income is actually given in teturn for the 
labour and only in order to procure that labour’. 

Ifthe above argument advanced by Courcell is admitted, 
why then is such a difference in wages? A difference between 
various persons who labour for saving and a difference in com- 
parison with the wages received by muscular labour. Quite 
obviously, a “‘theory which explains interest as a wage of labour 
should certainly undertake to go into a rather detailed explan- 
ation of such things”.* 


(c) The German Group 


Rodbertus and Jogetzow are considered the fore-runners of 
this group. Their theory of remuneration is based on the same 
principles as that of the French Group and is, therefore, open 
to same objections. Boehm says that it can be stated with cer- 
tainty that there is no co-relation whatever between interest and 
expenditure of labour by the capitalist. If so, ‘show can it be 
rationally possible for that labour to provide the principle which 
will explain interest ?2 

The remuneration theory is quite inadequate of supplying 
any tenable theoretical explanation of interest. 

Among the modern economists A, Wagner and Stolzmann 
have supported this theory. Stolzmann presents his own modified 
version to which he gives the name of “labour cost theory’’.4 
According to him, labour and services of capital are the source 


1. Bawerk, op. cit., p. 199. 
2. Ibid., p. 206. 
3, Ibid,, P. 400. 
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In fact, these theories, like the other theories explained 
earlier, failed to give an adequate and complete explanation of 
the origin and cause of the rate of interest. 


7. The Remuneration Theories 


A number of theories expounded by the English, the French 
and the German economists which call interest the remuneration 


of labour performed by the capitalist are termed as the Remun. 
eration theories by Boehm Bawerk.? 


(2) The English Group 


This group explains interest as the remuneration for the 
labour which was originally spent to create the capital good 
itself. The chief exponents of this group are J, Mill and 
McCulloch. 

Even if it is granted that remuneration of capital is the 
reward for mediate labour (as Mill prefers to cal! capital), it 
fails to solve the problem. Why mediate labour is compensated 
at a higher rate than immediate labour, since ‘“‘the latter receives 
the simple labour wage ; while the former receives an annuit 


which exceeds the labour rate by the amount of interest ?”* Mill 
seems to have no answer. 


(6) The French Group 


This group explains interest as the remuneration of the 
labour wich consists in the “saving up” of capital. Chief repre- 
sentative of this group is Courcelle Senevil. According to this 


group, the ‘Jabour Of saving’ is entitled to remuneration just as 


‘labour of muscular exertion’, The latter is remunerated in the 


form Of wages while the former is paid in the form of interest. 
The rate of this compensation is determined ‘‘by the laws of 

Supply and demand ; it is governed, on the one hand, by the 

desire and the ability to employ a capital sum re-productivity, 


and, on the other, by the desire and the ability to accumulate 
that sum by saving’’,3 


CE 


Bawerk, op. cit. p. 195. 
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This theory is a disguised version of Senior’s Abstinence 

theory and is, therefore, open to all those objections which have 

been raised against the latter, But, in addition, this theory 
exhibits weakness of its own. There is no doubt that foresight 
and saving do require some effort but ‘“‘the mere fact that the 
performance of labour in a certain set of circumstances is accom- 
panied by the receipt of income is not by any means a justifica- 
tion for maintaining that the income is the wage of that labour. 
In order to advance such an argument one would have to be 
able to prove that the income is actually given in return for the 
labour and only in order to procure that labour’. 

Ifthe above argument advanced by Courcell is admitted, 
why then is such a difference in wages? A difference between 
various persons who labour for saving and a difference in com- 
parison with the wages received by muscular labour. Quite 
obviously, a ‘‘theory which explains interest as a wage of labour 


should certainly undertake to go into a rather detailed explan- 
ation of such things”.! 


(c) The German Group 


Rodbertus and Jogetzow are considered the fore-runners of 
this group. Their theory of remuneration is based on the same 
principles as that of the French Group and is, therefore, open 
to same objections. Boehm says that it can be stated with cer- 
tainty that there is no co-relation whatever between interest and 
expenditure of labour by the capitalist. If so, “how can it be 
rationally possible for that labour to provide the principle which 
will explain interest ?2 


The remuneration theory is quite inadequate of supplying 
any tenable theoretical explanation of interest. 

Among the modern economists A, Wagner and Stolzmann 
have supported this theory. Stolzmann presents his own modified 
version to which he gives the name of “labour cost theory’’.4 
According to him, labour and services of capital are the source 
1. Bawerk, op. cit., p. 199. 

2. Ibid., p. 206. 
3, Ibid., p. 400. 
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. of value and, therefore, these two elements require CoMPpensatio, : : 

| in the form of wages and interest respectively”.. He furthe Some of the old economists who supported this theory are 
adds that the activity of the capitalists is a kind of laboy, and Sismondi, Fropdhon, Rogers, Matz; Lascve «ends Spm. 
refers to his conception of interest as a “socially NEcessary Accorene o Stsmondl, political economy hes 2 mora: Pur por: 
reward for the socially necessary functions of accumulatins i ee OES | prepa be pn 
capital and employing capital’’. relat study ¢€ 

In the opinion of Boehm, this theory is open to all th point of view of its effect on human welfare’. For this purpose 


Sismondi regards the problems of distribution as more important 
than any other economic problem or problems, He stresses 
distribution because his concern is mainly with social justice’’.' 


ojections which have been raised against remuneration theori« 
in general. In addition ‘“‘the fundamental basis of his who} 
theory of value, his law of labour cost, is complete) 


223 He says that, “since property and labour are separated, 
untenable’’. : pie: 

revenue is under the control of the capitalist. It depends on 

8. The Exploitation Theory the capitalist’s demand for labour and this is constantly fluctuat- 


ing, because it is determined, not by the needs of consumers, 
but by the need to produce in order to employ capital profit- 
ably’?.2 | 

In his opinion, ‘‘the rich, who own all these things (raw- 
material, instruments, machines etc), thus acquire a certain 
control of the labour of the poor. Without doing any of the 
work themselves, they take in advance the best part of the fruit 
of that labour to compensate themselves for the advantages 
which they put at the disposal of the poor. This ‘best part” is 
interest, Thus, by reason of the organisation of society, wealth 
has achieved the ability to reproduce itself through the labour 
of others’’.3 

As for Production, ‘“‘one moral idea underlies the whole of 


Socialist and communist writers, such as Karl Marx and his 
followers, developed the doctrine of A. Smith and D. Ricardo 
that the source of all value is labour and propounded the exploi- 
tation theory of interest. According to the exponents of this 
theory, ‘‘all goods that have value are the product of human 
labour. The workers, however, do not receive the entire product 
which they alone have produced. The capitalist exercises the 
control over the indispensable means of production which the 
institution Of private property guarantees him, and he uses such 
control to secure for himself a part of the workers’ product. The 
price the capitalist pays them is a fraction of what is produced 
by them, and the rest of the product falls into the lap of the 


capitalist at the cost of no exertion to himself, Interest, there- his thought ; the idea of justice.” And in his opinion, concept 
fore, consists in a portion of the product of the labour of others of justice can be realised by society by reconciliation of oppos- 
acquired by exploiting the situation which places the worker ing forces.4 “The abuse of private property”’ he says, ‘‘consists 
under coercion”’.° mainly in the ability to extract income Without labour. One of 
Socialists and Communists, following the logical sequence the most important ways in which this is done is through the 
of the old doctrine of value to the “‘very ultimate limit of its charging of interest on money. Jf only every body were able to 
theoretical and practical implications, arrived finally at the obtain loans gratuitously no exploitation would take place. Nor 
conclusion that interest is exploitation, and so it must go’’.4 would there be any difficulty in establishing worker's syndicates. 
I. Bawerk, op. cit., p. 403. l, Eric Roll, A History of Economic Thought, p. 236. : 
2. Ibid., p. 404. - 2. Ibid, p. 237-238. ‘ : 
3. Ibid., p. 241. 3. Bawerk, op, cit., p. 244-245. 


4. lbid., p. 246. 4, E. Roll, op. cit., p. 241. 
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of value and, therefore, these two elements require comMpensatio, 
in the form of wages and interest respectively’’.1 He furthe, 
adds that the activity of the capitalists is a kind of labour ap, 
refers to his conception of interest as a “socially necessap, 
reward for the socially necessary functions of accumulatino 
capital and employing capital’’. 

In the opinion of Boehm, this theory is opento all the 
ojections which have been raised against remuneration theorie 
in general. In addition ‘‘the fundamental basis of his whole 
theory of value, his law of labour cost, is complete}; 
untenable’’,2 


8. The Exploitation Theory 


Socialist and communist writers, such as Karl Marx and his 
followers, developed the doctrine of A. Smith and D, Ricardo 
that the source of all value is labour and propounded the exploi- 
tation theory of interest. According to the exponents of this 
theory, ‘‘all goods that have value are the product of human 
labour. The workers, however, do not receive the entire product 
which they alone have produced. The capitalist exercises the 
control over the indispensable means of production which the 
institution Of private property guarantees him, and he uses such 
control to secure for himself a part of the workers’ product. The 
price the capitalist pays them 1s a fraction of what is produced 
by them, and the rest of the product falls into the lap of the 
capitalist at the cost of no exertion to himself, Interest, there- 
fore, consists in a portion of the product of the labour of others 
acquired by exploiting the situation which places the worker 
under coercion’’.3 
socialists and Communists, following the logical sequence 
of the old doctrine of value to the ‘‘very ultimate limit of its 
theoretical and practical implications, arrived finally at the 
conclusion that interest is exploitation, and so it must go’’.4 


I. Bawerk, op. cit., p. 403. 
2. lbid., p. 404. 
3. Ilbid., p. 241. 
4. lbid., p. 246. 
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Some. of the old economists who supported this theory are 
Sismondi, Proudhon, Rodbertus, Marx, Lasselle and Guth. 
According to Sismondi, ‘‘political economy has a moral purpose. 

It is not concerned with wealth as much, but with wealth in 
relation to man. It has to study economic activity from the 
point of view of its effect on human welfare’. For this purpose 
Sismondi regards the problems of distribution as more important 
than any other economic problem or problems, He stresses 
distribution because his concern is mainly with social justice’’.! 
He says that, “since property and labour are separated, 
revenue is under the control of the capitalist. It depends on 
the capitalist’s demand for labour and this is constantly fluctuat- 
ing, because it is determined, not by the needs of consumers, 
but by the need to produce in order to employ capital profit- 
ably””.2 | 
In his opinion, ‘‘the rich, who own all these things (raw- 
material, instruments, machines etc), thus acquire a certain 
control of the labour of the poor. Without doing any of the 
work themselves, they take in advance the best part of the fruit 
of that labour to compensate themselves for the advantages 
which they put at the disposal of the poor. This “best part” is 
interest. Thus, by reason of the organisation of society, wealth 
has achieved the ability to reproduce itself through the labour 
of others’ 3 
As for Production, ‘‘one moral idea underlies the whole of 
his thought ; the idea of justice.’’ And in his opinion, concept 
of justice can be realised by society by reconciliation of oppos- 
ing forces.4 “The abuse of private property’’ he says, ‘‘consists 
mainly in the ability to extract income ‘without labour. One of 
the most important ways in which this is done is through the 
charging of interest on money. Jf only every body were able to 
obtain loans gratuitously no exploitation would take place. Nor 
would there be any difficulty in establishing worker’s syndicates, 


1, Eric Roll, A History of Economic Thought, p. 236. 
2. Ibid., p. 237-238. 

3. Bawerk, op, cit., p. 244-245, 4 

4, E. Roll, op. Cit., p. 241, 


- at Ae epeperee + TJs 
. ult 


- - ed 
- -” wy TEE ey EY tpi y Anda b 41424 _ oad 
7? 7 


28 Economic Doctrines of Isly 


Proudhon regards money as merely a medium of circulatio, 


Following the canonists, he thinks that, like a commodity, ; 


ought to be bought and sold at cost, and not lent at intere 


Lending at interest enables the owner of money to sel! one andt the 


same thing several times Over without losing his property in it”! 


‘<The most important part of Proudhon’s economic pro. 


gramme becomes the creation of free credit through the establish. 
ment of an ‘‘exchange bank”. The bank would run co th 
because it would only be discounting genuine commercial tran. 
sactions. The important point, however, would be that thi 
service would not cost anything. Interest being abolished 
exploitation through property is abolished too. Moreover, sinc 
the exchange bank enables every worker or group of worker 
to get free credit with which to buy the means of production, 
the division of classes would disappear’’.? 
According to Karl Marx, ‘‘Lender and borrower regard the 
same sum of money as capital, but only the borrower ti 
industrial capitalist—makes it function as such. That capital 
cannot bring in double profit. Profit is only made once, that \s, 
where the capital is in fact used as capital. The sum of money 
can appear as capital to both parties only if the profit which i! 
makes is shared between them. The share which the mone} 
capitalist gets is interest. ‘‘This, according to Marx, 1s the 
fruit of labour of the borrower, and hence, the capitalist is nol 
justified in taking any share of it’’. 

Rodbertus defines surplus proceeds as “‘all-income thats 
received without work, purely on the basis of ownership of 
property—interest on land and interest on capital goods”. 
Therefore, he says, ‘‘all surplus proceeds are a theft of the 
product of other men’s labour’’.4 

Among the modern economists Dietzel, Lewis Oppenheimer, 
Tugan Baranowsky have supported the exploitation theory of 
interest. 


Se 


J. E. Roll, op. cit., pp. 243-244. 
2. lbid., p. 244. 

3. lbid., p. 280. 
4. Bawerk, op, cit., pp. 252-253. 
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To sum up socialists theory of interest, “labour, in the 
present condition of society, does not get its just reward; the 
working man is wrongly deprived of a part of “‘the whole 
produce of his labour”. On this ground the socialists construct 
a new theory of value according to which the labourer would 
get “the whole produce of his labour’’.1 
Criticism 

According to Boehm, it is completely erroneous to say that 
all goods, economically considered, are only the products of 
labour. What about the share of nature or natural factors ? 
While criticising Rodbertus, he argues that even if his premises 
were correct, his conclusion from it would not be. ‘‘Even if 
labour were the only original force with which man carries on 
his economic activity, one still cannot see why man should not 
have grounds fer conducting his economy through the instru- 
mentality of additional forces besides the ‘‘original forces’ ? 
The simple fact is that Rodbertus is too narrowly limited in 
his conception of the nature and the causative forces of human 
economy.” 

In his opinion, “‘the position taken “a Rodbertus then 
becomes more untenable than ever, when he adds the further 
statement that goods are even to be regarded solely as products 
of manual labour. This statement, in addition to other things, 
excludes from consideration as economically productive activity 
even the indirect intellectual labour of the supervision of 
production labour. And it also leads to a number of other 
internal inconsistencies and faulty conclusions’’.3 

Besides, their argument that the worker is entitled to receive 
the entire value of his product is wholly un-justified, illogical 
and unreal, Too much emphasis on the contribution of labour 
in the process of production by the exponents of this group is 
wholly untrue and ridiculous. Proudhon, Sismondi and others, 


1. Cassel, op. cit., p. 71. 


2, Bawerk, op. cit., p, 262. 
3, Ibid., p. 262, 
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Proudhon regards money as merely a medium of circulatio, 


Following the canonists, he thinks that, like a commodity, ; 


ought to be bought and sold at cost, and not lent at interes 
Lending at interest enables the owner of money to sell! one andthe 
same thing several times over without losing his property in it”! 

‘*The most important part of Protudhon’s economic pro. 
gramme becomes the creation of free credit through the establish 


ment of an ‘‘exchange bank”. The bank would run ro fis 


because it would only be discounting genuine commercial tran. 

sactions. The important point, however, would be that thi 

service would not cost anything. Interest being abolished 
exploitation through property is abolished too. Moreover, sinc 
the exchange bank enables every worker or group of workers 
to get free credit with which to buy the means of production, 
the division of classes would disappear’ ’.¢ 

According to Karl Marx, ‘‘Lender and borrower regard the 

same sum of money as capital, but only the borrower th 
industrial capitalist—makes it function as such. That capita 
cannot bring in double profit. Profit is only made once, that \s, 
where the capital is in fact used as capifal. Ihe sum of mone) 
can appear as capital to both parties only if the profit which it 
makes is shared between them. The share which the mone) 
capitalist gets is interest.3 ‘‘*This, according to Marx, is the 
fruit of labour of the borrower, and hence, the capitalist is not 
justified in taking any share of It’’. 

Rodbertus defines surplus proceeds as ‘“‘all-income that) 
received without work, purely on the basis of ownership of 
property—interest on land and interest on capital goods”, 
Therefore, he says, ‘‘all surplus proceeds are a theft of the 
product of other men’s labour’’.4 

Among the modern economists Dietzel, Lewis Oppenheimer, 


Tugan Baranowsky have supported the exploitation theory of 
interest. 


——— 


1. E. Roll, op. cit., pp. 243-244. 
2. lbid., p. 244. 
3. lbid., p. 280. 


4, Bawerk, op. cit., pp. 252-253. 
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To sum up socialists theory of interest, ‘‘labour, in the 
present condition of society, does not get its just reward; the 
working man is wrongly deprived of a part of ‘“‘the whole 
produce of his labour”. On this ground the socialists construct 
a new theory of value according to which the labourer would 
get “the whole produce of his labour’’.} 


Criticism 
According to Boehm, it is completely erroneous to say that 
all goods, economically considered, are only the products of 
labour. What about the share of nature or natural factors? 
While criticising Rodbertus, he argues that even if his premises 
were correct, his conclusion from it would not be. ‘‘Even if 
labour were the only original force with which man carries on 
his economic activity, one still cannot see why man should not 
have grounds for conducting his economy through the instru- 
mentality of additional forces besides the ‘‘original forces” ? 
The simple fact is that Rodbertus is too narrowly limited in 
his conception of the nature and the causative forces of human 
economy. 2 
In his opinion, “‘the position taken by Rodbertus then 
becomes more untenable than ever, when he adds the further 
statement that goods are even to be regarded solely as products 
of manual labour. This statement, in addition to other things, 
excludes from consideration as economically productive activity 
even the indirect intellectual labour of the supervision of 
production labour. And it also leads to a number of other 
internal inconsistencies and faulty conclusions’’.3 
Besides, their argument that the worker is entitled to receive 
the entire value of his product is wholly un-justified, illogical 
and unreal. Too much emphasis on the contribution of labour 
in the process of production by the exponents of this group is 
wholly untrue and ridiculous. Proudhon, Sismondi and others, 


1. Cassel, op, cit., p. 71. 
2. Bawerk, op. cit., p. 262. 
3, Ibid., p. 262. 
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on the other hand, are quite right in their condemnation of the 
institution of interest as unjust and contrary to social justice, 


9. The Eclectics (combination of Productivity and Abstinence 
theories 


The eclectics present a combination of all the  varioy 
theories of interest—the most frequent combination is Prody. 
tivity theory and Abstinence theory. This view is presented } 
Rossi, L, Cossa, Molivari, Leroy-Beaulieu, Roscher, Schur 
Maxwirth and Jevons’’,1 

A second group presents the remuneration theory in one or 
another form of combination. This line of presentation 1s taker 
up by economists, such as Road, Gerstner and Joseph Garvier’ 

Then’ there is a third: group of eclectics who combine 

elements from some theories hostile to interest with elements of 
other theories more or less favourably disposed towards it. 

This line’ of thought is supported by T. G. Hoffmann, J.S. Mil! 

and Schaffle. 

This line of thought seems to reveal a symptom of dissatis- 
faction with the doctrine of interest as presented and discussed 
by the economists of the past and the present. And, as no 
single theory on the subject is in itself considered satisfactory, 
people have tried to find a combination of elements from several 
theories in order to find a satisfactory solution of the problem. 

Among the modern eclectic theorists are Loria, Maurice 


Block, Charles Gide, Nicholson, Valentic and Dietzel. 
Criticism of Interest Theories 


All the theories of interest, so far discussed, have failed to 
answer the questions ; why interest is paid ? What determines 
the rate of interest ? In the opinion of Cassel, this is because,’ 


‘‘many of the writers to whom we owe valuable contributions to 


eG 


1. Bawerk, op. cit., 
2. Ibid., p. 329. 

3. 
4 
5 


p. 323. 


Ibid., p. 331. 
lbid., p. 336. ) 
Cassel, op. cit., p. 56. 
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these investigations inclined to regard as the whole theory that 

which was in fact only the explanation of a special point in it. 

Thus although much important work was done, scarcely any one 
had understood how to make the full use of it, i.e. to give 
every particular truth its organic place in a systematic theory of 
interest’’. 

Boehm has very successfully shown how interest theories 
have failed to give a definite solution of the problem. He is, 
in fact, able to dispose of the majority of his predecessors.’ 
Many of those writers, he says, are inconsistent and often 
contradictory in their statements.! Say is full of contradictions 
because he thinks that both “the use of capital’? and ‘“‘the 
Scarcity of the services of the saver’ are equally determinants 
of interest.2 In short, Boehm positively rejects all previous 
solutions of the problem of interest ; firstly, because they are 
incOnsistent and contradictory, and secondly, because they do 
not give a systematic and complete theory of interest. 


. 


1. Cassel, Op. cit. p, 57, 


2. Mold p. 57 
| bid,, P. 61, 
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on the other hand, are quite right in their condemnation of the 
institution of interest as unjust and contrary to social justice. 


9. The Eclectics (combination of Productivity and Abstinenc 
theories | 


The eclectics present a combination of all the  varioy 
theories of interest—the most frequent combination is Prodyp. 
tivity theory and Abstinence theory. This view is presented by 
Rossi, L. Cossa, Molivari, Leroy-Beaulieu, Roscher. Schuz 
Maxwirth and Jevons’’.1 

A second group presents the remuneration theory in one or 
another form of combination. This line of presentation 1s taker 
up by economists, such as Road, Gerstner and Joseph Garvier’’? 

Then there is a third: group of eclectics who combine 
elements from some theories hostile to interest with elements of 
other theories more or less favourably disposed towards it. 
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these investigations inclined to regard as the whole theory that 

which was in fact only the explanation of a special point in it. 

Thus although much important work was done, scarcely any one 
had understood how to make the full use of it, i.e. to give 
every particular truth its organic place in a systematic theory of 
interest’. 

Boehm has very successfully shown how interest theories 
have failed to give a definite solution of the problem. He is, 
in fact, able to dispose of the majority of his predecessors." 
Many of those writers, he says, are inconsistent and often 
contradictory in their statements.! Say is full of contradictions 
because he thinks that both “the use of capital’ and ‘“‘the 
scarcity of the services of the saver’’ are equally determinants 
of interest.2 In short, Boehm positively rejects all previous 
solutions of the problem of interest ; firstly, because they are 

inconsistent and contradictory, and secondly, because they do 


This line of thought is supported by T. G. Hoffmann, JS. Mill 
and Schaffile.> 
This line of thought seems to reveal a symptom of dissatis. 
faction with the doctrine of interest as presented and discussed 
by the economists of the past and the present. And, as no 
single theory on the subject is in itself considered satisfactory, 
people have tried to find a combination of elements from severa! 
theories in order to find a satisfactory solution of the problem/ 
Among the modern eclectic theorists are Loria, Maurice 
Block, Charles Gide, Nicholson, Valentic and Dietzel. 


not give a systematic and complete theory of interest. 


‘ 


Criticism of Interest Theories 


All the theories of interest, so far discussed, have failed to 
answer the questions ; why interest is paid ? What determines 
the rate of interest ?. In the opinion of Cassel, this is because, 
‘“‘many of the writers to whom we owe valuable contributions to 


1. Bawerk, op. cit., p. 323. , 

2. lbid., p. 329. 

3. Ibid., p. 331. 

4. lbid., p. 336. ) 
5, Cassel, op. cit., p. 56, : 


1, Cassel. Op. cit 
2. Ibid., p, 57. Pel 


3» Ibid,, P. 61, 7 
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Chapter d 


PROBLEM OF INTEREST 


(2) 


9. Modern Fructification Theory 
Heaty oe yb rant womth such as bees, range 

After describing that rae Bice power, he goes on to say that 
of sheep ete. have ore x these cases is something which, 
“now what pabiape ti jabour to utilise it, is yet distinct 
tone else fot labour—the active Pome of nature ; the 
principle of growth, of reproduction, which everywhere charac- 
terizes all the forms of that mysterious thing OF condition which 
we call life. And it seems to me that it is this which is the cause 
of interest, or the increase of capital over and above that due to 
labour’. 

This? theory bears some resemblance in its basic concepts 
to Turgot’s fructification theory of interest. He justified in- 
terest on capital when ‘nvested in an industrial, agricultural or 
commercial enterprise, on the ground that the owner of capital 
can make it yield a permanert yearly income by buying land 
with it, And he will not be inclined to invest his capital in 
other enterprises unless he can expect just as large a net return 
as he could obtain through the purchase of land. 


Criticism 


1 


this school of thought. 


Boehm objects to the division of capital into naturally 
fruitful type and barren type which, he thinks, is impossible to 


1, Bawerk, op, cit., p. 337. 
2, Ibid., p. 41, 
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Support. This introduces the same old error 2 Sj | : : seu? J 
of the physiocrats corresponding increase 10 the value of the commodity ° 


who regarded agriculture as the Only productive process of 
production. Besides, George has failed to explain “‘the original 
phenomenon of interest by which he claims to explain all 
Subsequent instances of it. He says that all classes of goods 
must bear interest because they can be exchanged for seed-corn, 
cattle and these bear interest. But why do those bear interest ” 
He failed to give any reasonable explanation. 


11. Modified Abstinence Theory 


The chief exponent of this theory is Schellwien. His views 
are very similar to Marx’s socialist theory as far as labour time 
is regarded as the only yardstick to measure value of goods, 
According to him, ‘‘it is not only the consumability or usefulness 
of a good, but also the actual consumption of it which exercises 
determining influence on its value. The value at which all 
goods aim is realised only upon consumption’’.? 

‘‘This’’, he says, ‘‘takes place in two kinds of cases, The 
first of these occurs where a temporary non-consumption of 
goods is necessary to enable them to enter into consumption at 
all. Thus, fruit must be allowed a certain period of time for 
ripening. In so far as such a time interval! is necessary between 

the completion of a product and its consumption, that interval 
necessarily brings about an enhancement in value’. Therefore, 
he argues that ‘‘any necessary period. of non-consumption is just 
as much a part of the socially requisite production time which 

determines value, as is the actual labour time’’.® 

And according to him, ‘‘the second kind of case involves 
those instances in which the production of an article requires 
that other commodities be not consumed. That applies in any 
case in which capital is required for production. And since the 
capital that is being used in production is, to put it simply, 
withheld from consumption, the commodity must guarantee 
compensation for such non-consumption, and necessitate a 


1. Bawerk, op. cit., p. 339. 
2, Ibid., p. 342. 
3. lbid., p. 342. 


Criticism 

Many economists, including Boehm, regard this two-fold 
interpretation of consumption of capital as erroneous, fallacious 
and ridiculous. They argue that Schellwien takes both positions 


simultaneously ; he regards the capital as consumed for which 
the buyer must pay its full value and the next moment he regards 
the same capital as “withheld from consumption” so that the 
commodity must also provide compensation for this non-con- 
sumption’’.? 
12. The Austrian Theory (The Agio or Time-Preference Theory) 


According to this theory, interest arises ‘from a difference 
in value between present and future goods”. This idea was 
hinted by men like Petty, Galiani, Turgot and Jevons but was 
expressed explicitly by Launhardt and Emil Sax. Among 
American economists J. B. Clark, I. Fisher, F. Fetter, N. Palten 
and S. M. MacVane support this theory. There are many others 
among English, American, Italian, German, Scandinavian and 
French economists who can be classified with above theorists. 
The chief exponent of this theory is in fact Boehm Bawerk. 
The central formula by which Boehm claims to give an explana- 
tion of the phenomenon of interest is the ‘“‘undervaluation of 
future goods in relation to the present’’.4 ‘‘Present goods are’, 
he says, “aS arule, worth more than future goods of like kind 
and number”, In other words ‘‘interest is an agio obtained by 
present goods in exchange for future ones”’.5 
After explaining the cause of interest, which according to 
him, is the superiority of the present goods over the future 
goods, he tries to give his reasons why people prefer present 
goods to future goods, Then he explains the important factors 


1. Bawerk, op. cit., 338. 
2. Ibid., pp. 343-344. 

3, Ibid., pp. 357-360. 

4, Cassel, op. cit., p. 61, 
>. Ibid., p. 61, 
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which affect the rate of interest and re-affirms the importance 
of the capitalistic process of production. Thereafter his 
conclusion regarding the rate of interest is that it is determine 
by the marginal productivity of capital in relation to the elemey 
of time in production. Thus, in fact, he arrives at the sam 
conclusion as the supporters of the Marginal Productivity 
theory of interest with the only difference that he emphasises the 
significance of the element of time in production. According to 
him, the rate of interest is determined by the marginal produc. 
tivity of capital which diminishes as the period of production 
is prolonged. 

Boehm’s theory of interest has been further expanded and 
elucidated by K. Wicksell. His important contribution to 
theory of interest lies in emphasis on the relationship between 
the rate of interest and price level and the influence of monetary 
factors in determining the rate of interest. 

Among the followers of Boehm Bawerk, K. Wicksell and V. 
Hayek stress the importance of the productivity of capital, 
while Fetter and Fisher support the time preference theory, 
Boulding has tried towards ‘‘Dynamisation”’ of the time-prefer- 
ence approach but has not been very successful. His views are 

open to criticism on the same grounds as the general structure 
of Marginal Utility Theory. Besides, no psychological factor 
of some kind stands behind the actions of lenders and borrowers, 
Criticism 

In the opinion of Cassel, ‘this formula of undervaluation 
of future goods in relation to present’’ is, however, ambiguous 
and has, in fact, two different meanings even with Boehm him- 
self. The same thought was formulated in very much the same 
words by Bastiat and Even Manger. It seems, therefore, that 
Boehm has not added much to the analysis of the real conditions 
of waiting, or to our knowledge of the effects of variations in the 
rate of interest upon the quantity of waiting offered”’.? 

Boehm’s ‘‘analysis of the reasons for the undervaluation of 


future goods is also very insufficient’. He gives three such 


. Cassel, op. cit., p. 61, 
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reasons but fails to show how they work together. ‘There is 
no sharp line of division between the forces which act on the 
supply side and those which act on the demand side of the 
capital market. The lack of aclear grasp of the mechanism of 
this market is most conspicuous when Boehm goes on to speak 
of the grounds regulating, quantitatively, the rate of interest. 
Particularly incomplete is the analysis of the factors working on 
the demand side’’. 

Furthermore, the psychological subjective foundations on 
which, Boehm tries to build his Agiotheory of interest, are 
completely untrue and unrealistic. In fact a large number of 
people save for future without haying any consideration what- 
soever, for the rate of interest, merely because they consider 
many of their future needs more important than the present ones. 
Many people save for future mishaps, accidents, rainy days, old 
age ; many are likely to save and actually do save, whenever 
they have the capacity to do SO, for education and training of 
their children and even for holidays ; some may save to satisfy 
their desire for personal prestige and social power. And all 
these savings are done without any regard for interest or 

premium on savings. 

And it is further proved by the day-to-day experience of 
millions of people all over the world, who have barely enough 
to live on, that no rate of interest, however high, can ever 
persuade them to starve by saving. . Besides, this formula is not 
applicable to corporations, banks, co-operative societies, which 
supply the bulk of savings in modern industrial countries and 
which save for their own security and financial stability and not 


because of interest. 


General Criticism of Interest Theories 

A critical study of the historical development of the pheno- 
menon of interest has shown that interest is paid to an indepen- 
dent factor of production, which may be called either waiting or 
postponement or abstinence or use etc, But all these theories 


1. Cassel, op. cit., pp. 63-64. 
2, S.M, Ahmad, op. cit., p. 34. 
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which aflect, the rate of interest and re-affirms the Im portance reasons but fails to show how they work together. ‘There is 
of the: capitalistic process of production. Thereafter his no sharp line of division between the forces which act on the 
conclusion regarding the rate of interest is that it is determines supply side and those which act on the demand side of the 
by the marginal productivity of capital in relation to the element capital market. The lack of aclear grasp of the mechanism of 
of time in production. Thus, in fact, he arrives at the sam this market is most conspicuous when Boehm goes on to speak 
conclusion as the supporters of the Marginal Productivity of the grounds regulating, quantitatively, the rate of interest. 
theory of interest with the only difference that he emphasises the Particularly incomplete is the analysis of the factors working on 
significance of the element of time in production. According to the demand side’’. 
him, the rate of interest is determined by the marginal produc. Furthermore, the psychological subjective foundations on 
tivity of capital which diminishes as the period of production which, Boehm tries to build his Agio theory of interest, are 
is prolonged. completely untrue and unrealistic. In fact a large number of 
Boehm’s theory of interest has been further expanded and people save for future without having any consideration what- 
elucidated by K. Wicksell. His important contribution to soever, for the rate of interest, merely because they consider 
theory of interest lies in emphasis on the relationship between many of their future needs more important than the present ones. 
the rate of interest and price level and the influence of monetary Many people save for future mishaps, accidents, rainy days, old 
factors in determining the rate of interest. age ; many are likely to save and actually do save, whenever 
Among the followers of Boehm Bawerk, K. Wicksell and V. they have the capacity to do so, for education and training of 
Hayek stress the importance of the productivity of capital, their children and even for holidays ; some may save to satisfy 
while Fetter and Fisher support the time preference theory, their desire for personal prestige and social power. And all 
Boulding has tried towards ‘‘Dynamisation”’ of the time-prefer- these savings are done without any regard for interest or 
ence approach but has not been very successful. His views are premium on savings. | 
open to criticism on the same grounds as the general structure And it is further proved by the day-to-day experience of 
of Marginal Utility Theory. Besides, no psychological factor millions of people all over the world, who have barely enough 
of some kind stands behind the actions of lenders and borrowers, to live on, that no rate of interest, however high, can ever 
arttiniaim persuade them to starve by saving. Besides, this formulais not 


applicable to corporations, banks, co-operative societies, which 
supply the bulk of savings in modern industrial countries and 
which save for their own security and financial stability and not 
because of interest.2 


In the opinion of Cassel, ‘“‘this formula of undervaluation 
of future goods in relation to present’’ 1s, however, ambiguous 
and has, in fact, two different meanings even with Boehm hinm- 
self. The same thought was formulated in very much the same 


words by Bastiat and Even Manger. It seems, therefore, that General Criticism of Interest Theories 

Boehm has not added much to the analysis of the real conditions A critical study of the historical development of the pheno- 

of waiting, or to our knowledge of the effects of variations in the menon of interest has shown that interest is paid to an indepen- 

rate of interest upon the quantity of waiting offered”.? dent factor of production, which may be called either waiting or 
Boehm’s ‘‘analysis of the reasons for the undervaluation of postponement or abstinence or use etc, But all these theories 


future goods is also very insufficient’. He gives. three such 
ee 1. Cassel, op. cit., pp. 63-64. 


1, Cassel, op. cit., p. 61, 2, S. M. Ahmad, op. cit,, p. 34. 
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have failed to answer or to prove as to why interest is paid o 
should be paid to this factor. Some point to the necessity of wai 
ing; others to the necessity of abstinence of postponement : byt 
none of these explanations answer the question. Neither men 
necessity of waiting or postponement or abstinence nor mer 
use or productivity of capital is enough to prove that interest i 
a necessary payment for the employment of capital in produc. 
tion. Besides, these theories have failed to answer how a variab\ 
factor can possibly determine a fixed factor like the rate of 
interest ? How could such a theory be valid or tenable ? 
Cassel brings in Scarcity as a very strong and valid argument 
for the payment of interest for the services of capital. It isa 
price, he says, which must necessarily be paid to that factor of 
production, called capital, because of its scarcity. And he 
argues that *‘the purpose of the price is to check demand and 
stimulate supply, and therefore the price must be brought up to 
the level where it causes demand and supply to meet, Thenin 
order to prove that the factor capital is almost always scarce, 
he takes the trouble of analysing the various factors afiecting the 
demand for waiting and the supply of waiting’. 

But the question is still umanswered. Why should interest 
be paid ? It is not a valid argument to say that interest should 
be paid to capital for its scarcity. It does not explain why this 
Payment should be made to capital and even if it does, the 
meaning of scarcity is not very clear. What is scarcity? When 
will capital be considered scarce and when not? What factors 
should be taken into consideration to determine scarcity of 
capital ? 

And further, “the purpose of the price is to check demand 
and stimulate supply’, which is very ambiguous, Cassel has still 
to prove that rate of interest checks demand for capital and 
stimulates supply of capital. Many of his assumptions regard- 
ing the causes affecting the demand for and the supply of waiting 
are entirely untrue, unrealistic and against the past experience of 
24 centuries, 

Thus it seems obvious that Cassel’s theory does not rest 
On firm theoretical foundations, Besides, it applies only to 
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capital owned by individuals and, further, application is limited 
to social conditions as imagined by Cassel. 

In the opinion of Harrod, the so-called «grthodox” theories 
fail to consider in realistic terms the ‘“‘Modus operandi’ of the 
money and capital market and therefore they are noc able to 
explain the process of fluctuation in the level of interest rates 
but give only a relatively insignificant account of the forces 
acting in the long run stationary solution and, perhaps, provide 
an explanation of the nature, but not of the actual level of the 

rate of interest’’.! 


13. Modern Theories 


Early economists, such as Cantillon, Hume, as well as 

numerous modern economists, such as Wicksell, Hayek, Schum- 
peter, Keynes, Hicks et all have attempted to explain the 
phenomenon of interest with reference to the quantity of money 
in circulation and the demand for money. Some of them have 
tried to find the solution to the problem as to how interest 1s 
determined by (i) Indirect Monetary approach. This group of 
theorists hope to find the answer to the problem of interest by 
an analysis of the changes in the quantity of money, velocity of 
its circulation or in the demand for money. Others have pre- 
ferred the (ii) Direct Monetary approach method and have tried to 
explain the rate of interest as a purely monetary problem. Keynes 
is the modern representative of the second line of approach. 

This difference between the approaches of monetary theorists 
has produced two rival theories. One is the Loanable Funds 
theory which is supported by B. Ohlin, Robertson, Hicks and 
many other economists ; while the other is the Liquidity Pre- 
ference theory which is supported by Keynes and his followers. 

The main difference between the two approaches to the 
problem of interest is that the supporters of the former theory 
hold the view that the rate of interest is determined by the 
supply of and demand for loanable funds ; while the supporters 
of the latter are of the opinion that the rate of interest is deter- 
mined by the supply of and demand for money itself. 


1, P. B. Harrod, Towards Dynamic Economics, Chapters 2 and 3. 
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(i) The Loanable Fund Theory 


The Loanable Fund theory of interest is based on thy 
thorough analysis of the two concepts of saving and investment 

In the opinion of the supporters of this theory, the rate of 
interest is merely the price of credit and is. therefore, deter. 
mined by the supply of and demand for credit. 
Lerner, the Loanable Fund theory can be stated as follows: 
‘“‘The rateof interest is the price that equates the supply of 
credit, or saving plus net increases in the amount of money ing 
period to the demand for credit, or investment plus the ne 
hoarding in the period”’.! 

In simple words, the rate of interest, according to this 
theory, is determined by the supply of and demand for loanable 
funds. Ifthe demand for loanable funds is in excess of supply, 
other things being equal, the rate of interest will rise and if itis 
less than supply, the rate of interest will fall. The advocates of 


this theory believe that ‘‘the dynamic movement of interest is 
determined by the excess 


(money) market’’.2 


The demand and supply of loanable funds are influenced by 
investment opportunities and total savings and bank credit 
respectively. If investment opportunities resulting from new 
inventions tend to increase demand for loanable funds more 
rapidly than the available total savings and credit facilities 


during any period of time, the rate of interest will rise and vice 
versa. 


demand which exists in the loap 


The idea of studying the rate of interest with reference to 
the market on which it is being established is not a new one. 
Such a method of approach was clearly established about two 
centuries ago by R, Cantillon. According to him, the rate of 
interest may be compared to prices and therefore its level is 

dependent upon the quantitative relation of borrowers and 

lenders.? A considerable number of contemporary economists 
1, A. P, Lerner, Alternative Formulations to the Theory of Interest, 
Economic Journal, 1938. 


2. O. Patinkin, Money, Interest and Prices, p. 265. 
3. lbid., p. 264. 


In the words of | 


problem of Interest Ai 


seem to accept this methodological point of view and thete are 
only small terminological differences between them. For 
example, B. Ohlin speaks about the demand for and the supply 
of credit:! G. Haberler prefers the concept of “investible 
funds’ ;2 D. H, Robertson uses the term ‘“Joanable funds.’5 
Practically all these concepts are used to convey the same mean- 
ing and may therefore be reduced to the common basis of mone- 


tary loans. 
(ii) Liquidity Preference Theory 


The importance of liquidity preference in determining the 
rate of interest is greatly emphasised by Keynes. He says that 
shifts in liquidity preference can have very significant effect on 
the rate of interest. While answering the question as to what 
determined the rate of interest, he pointed out that psychological 
Time-Preferences of an individual required two distinct forms 
of decisions : ) 
(i) The first, concerning the propensity to consume, determines 
for each individual the proportion of his income that he will 
consume and that he will save for furture consumption ; 
(ii) Having made this decision, he has alsoto decide in what 
form he will keep his savings. Whether to keep them in the form 
of money i.¢., liquid assets or in the form of securities etc. i.e., 
earning assets ? According to Keynes it is the second decision 
which is important in the theory of interest and not the first one. 
Keynes believes ‘that the mistake in the accepted theories 
of the rate of interest lies in their attempting to determine the 
rate of interest from the first of these two constituents of psy- 
chological time-preference to the neglect of the second ; and 
it is this neglect which we must endeavour to repair’’.4 
Thus the rate of interest will not be a reward merely for 
Waiting or saving as such because a man will not earn anything 
if he hoards his savings in the form of cash which is just as 
1. Economic Journal, 1937, p. 221. 


2. Prosperity and Depression, pp. 201-209 and 255. 
3. Essays in Monetary Theory, p. 428. 
4. General Theory, op. cit., p. 166, 
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much saving as before. The rate of interest can. therefor, stable and mainly it is the third motive, i.e., the speculative mo- 


defined as *“‘the reward for parting with liquidity for 4 spe oe 


tive, which, owing to the uncertainty of the future, is likely to 
time’’.! require a larger quantity of cash. Therefore, in general, as the 
Keynes holds that “the rate of interest, at any time, be; liquidity preference forthe speculative motive weakens, the 
the reward for parting with liquidity, is a measure of the un rate of interest falls and vice versa. 
ingness of those who possess money to part with their ii It may, however, be pointed out that liquidity onions 
control over it. The rate of interest is not the “price” whi changes in accordance with the changesin the attitude of the 


brings into equilibrium the demand for resources to inven 


people towards the economic and political future. Thus it seems 
the readiness to abstain from present consumption (as held . 


that the rate of interest is dependent upon such factors which 


classical and numerous other economists of the past and 4, are highly psychological in nature. Further, the so-called psy- 
present). It is the “price” which equilibrates the desire to hol chological factors are themselves conditioned by more objective 
wealth in the form of cash with the available quantity of call events in the economic and political arena: and may even be 
which implies that if the rate of interest were lower, ie. if th influenced by the conventional factors. 

reward for parting with cash were diminished, the agerey, Briefly, interest rate is a price which fluctuates according to 
amount of cash which the public would wish, would exceed th the supply and demand for money. The supply is fixed by the 
available supply, and that if the rate of interest were raised banking system and the demand is determined by the preference 
there would be a surplus of cash which no one would be willin, for holding cash, As long as the supply remains fixed, 
to hold. If this explanation is correct, the quantity of money; the price or rate (of interest), varies with the demand for 
the other factor, which, in conjunction with liquidity prefereng money.! 


determines the actual rate of interest in given circumstances”: 
Thus the rate of interest depends upon two things : 
(i) The state of liquidity preference (demand aspect); 


Rate of interest 


and ; ats \ 
(it) The quantity of money (supply aspect). Quantity of Money Liquidity preference 
There are in fact several reasons why people will like to 
keep their wealth in cash. These may be classified according to | 
their motive as: Transaction Precautionary Speculative 
(a) The Transaction-motive, i.e., money required for | motive ~ motive motive 


personal and business exchange ; | 

(b) The precautionary-motive, i.e., money required for 

unforeseen contingencies and future security ; and 

(c) The speculative-motive, i.e., betting in the security 
market. 

The demand for cash for the first two motives is almost 


In recent times several attempts have been made in order to 
reconcile the liquidity preference and the loanable funds theory 
but not with much success, Lerner is one of those who made 
such an attempt to bring reconciliation between the two groups 
of monetary theorists holding different views. W. Fellner, H. M. 
Somers andC., Kennedy also made unsuccessful attempts fora 
1. an oe co-ordination between the two groups. 

1, General Theory, op. cit., p. 167. 
2, lbid., pp. 167-168, 
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1, D. Dillard, Economics of Keynes. 
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(iii) Stocks and Flows Theory 

It is, in fact, an attempt of co-ordination between “tey| 
and ~‘monetary’” approaches in the theory of rate of interest, | 
is claimed that both, real and monetary factors, have to be take 
into account in a complete theory of the rate of interest. . 

Scitovszky isthe chief exponent of this group. Swedig,| 
economists E. Lundberg and Hayek also hold similar view 
about the co-ordination of the ‘‘real’’ and ‘‘monetary’’ appro. 


aches to the problem of interest. 


These attempts have not been very, successful in achieviny 


their objective. In addition to the confusion between stocks ani 
flows, they suffer from the inadequacy of the partial equilibrium 
analysis. F. Modigliani’s general equilibrium method of oo. 
ordination of the ‘‘real’’ and “‘monetary’’ and “‘institutional’ 
approaches is better but defective like others. 


Criticism of Liquidity Preference Theory 


According to Robertson, interest in liquidity preference | 


theory is reduced to nothing more than a risk-premium against 
fluctuations about which we are not certain. It leaves interest 
suspended, so to speak ina void, there being interest because 
there is interest. It is also suggested that the Keynesian theory 


of interest is circular. Robertson also condemns Keynes views | 


that ‘‘interest is not reward of not-spending but reward of not 
hoarding’’. 

Harrod does not like another point in this theory. Keynes 
insists that interest is solely the reward for waiting. This undue 
insistence, according to Robertson, appears to be one-sided and 
not very successful for Keynes case. 

Further criticism of the Keynesian approach results from 
the conclusion that a more satisfactory combination of the 

factors determining the structure of interest rates can be obtain- 
ed by assets-preference approach. 


(iv) Assets-Preference Approach 
In recent times many economists have suggested that “real” 


I, Essays in Monetary Theory, p. 25. 
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and “monetary” factors must be fully taken into account while 


presenting a satisfactory theory of interest rate. At the same 
time institutional factors should also be taken into considera- 


| 


tion. 
Assets-preference approach has thus developed as a sort of 


“second approximation” after the “first approximation’’ pro- 
vided by liquidity preference theory. 

B. Higgin’s general equilibrium solution, which shows how 
interest rate depends on the general system of assets-preferences, 
comprises four kinds of assets. (a) cash ; (b) bonds ; (c) stocks; 
and (d) houses. | , 

Now the problem to be solved is: how much of the indivi- 
dual’s wealth will be converted into holdings of each particular 
asset? Boulding utilises the same tools of analysis to his pre- 
ferred-assets-ration theory of interest rate. Then Mrs. J. 
Robinson makes use of Boulding’s analysis and presents het own 
model in which she demonstrates properly the role of all factors 
determining the rate of interest, i.e., time-preference, produc- 
tivity, uncertainty and monetary factors. She further illustrates 

the influence of institutional factors on the formation of the 
Structure of interest rates. 

Patinkin strongly supports the general equilibrium approach 
which takes into consideration all the influences operating in all 
the markets. While, explaining his own views, he says that! 
“the very conception of general equilibrium analysis requires us 
to recognise that each market is influenced by all the prices of 
the system and each: price influences all markets.’’ He further 
argues that? “the general-equilibrium considerations force 
most contemporary theories to recognise that interest exerts 

influence in all markets and that, in particular, it operates sim- 

ultaneously on the “three-fold margin” of time-preference (i.e., 

consumption decisions), marginal-productivity of capital (invest- 
ment decisions), and liquidity preference (decisions as to the 
relative sizes of bond and money holdings)’. 


1. Money, Interest & Prices, p. 2665, 
2. Ibid. ipp.'266-267. 
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Continuing his argument in support of his general eqy | 
librium approach, he remarks that! “more generally, our ana, 
sis of this dichotomy has shown us that the equilibrium yalye| 
* of relative prices, the rate of interest and the absolute price eval 

are simultaneously determined by all the markets of the econom 


(i.e., the money market, the bond market and the commodip 
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jt cannot be allowed to run away with its pound of flesh, 


jetermined in advance, and unrelated to the actualities of 

production,” 
According to Boehm Bawerk, the study of all these theories 

“reveals the development of three essentially divergent basic 


‘| conceptions of the interest problem’’.? One group, the repre- 


market) ; and that it is generally impossible to break off a suby: sentatives of the productivity theory, treats the interest problem as 


of markets which can by itself—i.e., by a self-contained tanto, | 
ment—determine a subset of variables. 
is nO exception’’. 

Patinkin has very ably demonstrated the _inter-relatio) 
between the three markets (i.e., the money market, the boy 
market and the commodity market) and the way changes in th 


And the rate of interey| 


price of one good affects the amounts demanded of all othe’! 


goods in other markets through the pressure of excess deman 
or excess supply. 


Criticism of Monetary Theories 


The monetary theories, like marginal productivity theories, 
have made no attempt to answer the question ; why should 
interest be paid ? Or why interest is paid ? They have simply 
ignored this question and have sought refuge in the theory of 
value. They say, like all other things, the price of capital js 
determined by the demand for and supply of money. 


But it seems that they have forgotten the basic difference 


between the two problems ; the theory of value isa problem of 
exchange, while theory of interest is a problem of distribution, 
Both loanable funds and liquidity preference theories are basi. 
cally supply and demand theories of interest and explain it with 
reference to supply of and demand for loanable funds and 
money respectively. But they do not give any justification for 
the phenomenon of interest. Even if capital has a right to 
proper compensation as a reward for its contribution to the 
creation of wealth, ‘‘it can only draw its share from the increase 
of national wealth only to the extent of its contribution to it. 


]. 


Money, Interest & Prices, p. 268, 


a problem of production. The socialist-exponemts of the exploita- 
tion theories treat the interest problem as purely a problem of dis- 


* tribution : while the third group, the supporters of the monetary 


theories, seeks in the theory of interest, the problem of value.® 
There is no doubt that all these theorists, having been con- 

fused by the very magnanimity and pervasiveness of the pheno- 
menon of interest, have avoided the main issue as to why 
interest should be paid? They have, indeed, spent all their 
energies in solving the problem either of waiting or abstinence or 
productivity or “labour value’ or ‘‘the determination of value’”’ 
and have not said anything about the origin or the justification 
of the institution of interest. 

These theories,‘ in fact, ‘“‘do not take note of the fact that 
the fixity of the rate of interest weighs down the elasticity of the 
processes of production. It retards their innate mobility and 
stultifies their growth. It is only the Islamic theory of capital 
profit that can meet all these objections. 

It states that capital will share the value produced by it, to 
be determined as a percentage of the profits earned, rather than 
a percentage of the capital itself. The percentage of profits is a 
variable sum, and therefore, does not impose any restraint on 
production. Unlike interest, it is responsive to the dynamic 
and mobile nature of production. All variable determinant of 
value, named and unnamed, including population, currency, 
tastes, habits, investments, inventions, savings, standard of 


| wo a 


1. Ahmad, op. cit., p. 35, 

. 2, Bawerk, op. cit., p, 348. 

3. Ibid., pp. 349-350, 

4. Ahmad, op. cit., Pp. 35-36, 
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librium approach, he remarks that! “more generally, our ana, | 
sis of this dichotomy has shown us that the equilibrium i: | 
*of relative prices, the rate of interest and the absolute Price ley 
are simultaneously determined by all the markets of the ECONom 
(i.e., the money market, the bond market and the COMMotiy | 
market) ; and that it is generally impossible to break off a syhu| 
of markets which can by itself—i.e., by a self-contained tantoy 
ment—determine a subset of variables. 
is nO exception’’. 
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Patinkin has very ably demonstrated the inter-telatioy| 


between the three markets (i.e., the money market, the boy; 
market and the commodity market) and the way changes in th 
price of one good affects the amounts demanded of all othe, 


goods in other markets through the pressure of excess demay 
or excess supply. 


Criticism of Monetary Theories 


The monetary theories, like marginal productivity theories, 
have made no attempt to answer the question 


* why should | 
interest be paid ? Or why interest is paid ? They have simply | 


ignored this question and have sought refuge in the theory of | 


value. 
determined by the demand for and supply of money. 

But it seems that they have forgotten the basic difference 
between the two problems ; the theory of value is a problem of 
exchange, while theory of interest is a problem of distribution. 
Both loanable funds and liquidity preference theories are bas: 
cally supply and demand theories of interest and explain it with 
reference to supply of and demand for loanable funds and 
money respectively. But they do not give any justification [or 

the phenomenon of interest. Even if capital has a right to 
proper compensation as a reward for its contribution to the 
creation of wealth, “it can only draw its share from the increase 
of national wealth only to the extent of its contribution to It. 
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determined in advance, and unrelated to the actualities of 
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wf "ait Boehm Bawerk, the study of all these theories 


“reveals the development of three essentially divergent basic 
conceptions of the interest problem’’.2 One group, the repre- 
sentatives of the productivity theory, treats the interest problem as 
a problem of production. The socialist-exponemts of the exploita- 
tion theories treat the interest problem as purely a problem of dis- 
" tribution : while the third group, the supporters of the monetary 
theories, seeks in the theory of interest, the problem of value.® 
There is no doubt that all these theorists, having been con- 
fused by the very magnanimity and pervasiveness of the pheno- 
menon of interest, have avoided the main issue as to why 
interest should be paid? They have, indeed, spent all their 
energies in solving the problem either of waiting or abstinence or 
productivity or “labour value’’ or ‘‘the determination of value’’ 
and have not said anything about the origin or the justification 
of the institution of interest. 

These theories,4 in fact, ‘‘do not take note of the fact that 
the fixity of the rate of interest weighs down the elasticity of the 
processes of production. It retards their innate mobility and 
stultifies their growth. It is only the Islamic theory of capital 
profit that can meet all these objections. 

It states that capital will share the value produced by it, to 
be determined as a percentage of the profits earned, rather than 
a percentage of the capital itself. The percentage of profits is a 
variable sum, and therefore, does not impose any restraint on 
production, Unlike interest, it is responsive to the dynamic 
and mobile nature of production. All variable determinant of 
value, named and unnamed, including population, currency, 
tastes, habits, investments, inventions, savings, standard of 


ee 
1, Ahmad, op. cit. p. 35, 
2. Bawerk, op. cit., p. 348. 
3. Ibid., pp. 349-350, 
4. Ahmad, Op. cit,, pp. 35-36, 
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living, and a host of others, are included by its nature in Is 


theory of capital profits, while all the Western theori | 


1 


interest leave them Out as we have seen above (except the 


QQ 
able funds theory which takes a note of changes in currengy . 
assets-preference theory studies the changes in all the 4 


markets)’’. 

*‘But the Islamic theory takes a note of all variables 
making the reward of capital 
achievement is made by capital. 
confined and contradicted capitalism’’. 


Some of the ways in which this has been done are explain 
in the following pages. 


variable, according to wh 
Insistence On fixed interest hy 
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MUSLIM SCHOLARS ON INTEREST 


‘Abul A‘la Maududi and Theories of Interest 


Maulana Abul A‘la Maududi has discussed the positive and 
the negative aspects of the institution of interest at great length 
and has pointed out its fundamental evils. An attempt has been 
made to summarise his main arguments :! 


A. Negative Aspect of Interest 


The first thing we must decide is: whether interest is a 
reasonable payment? Is the creditor justified in. claiming 
interest on his loan? And does justice demand that the debtor 
must pay to the creditor something over and above the capital 
loan? The answer to these questions will have solved half the 
problem. If it can be shown that interest is approved neither 


by reason nor by justice, then it can be argued why such an 
unreasonable institution is kept in society ? 


There has been great difference of opinion even among the 
supporters of the doctrine of interest as to what is interest paid 
for? Some say interest is price, but price of what? What 
substantial thing is paid by the creditor for which he claims a 
monetary reward month by month or year by year? The 
advocates of the institution of interest find it hard to agree on 
any one thing, 

I. Theory that Creditor Runs a Risk 


Advocates of this theory argue that the creditor runs a _ risk 


1, Maulana Abul A‘la Maududi, Interest, Part I and II, 
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in lending his capital. He withholds his own wants to Satisfy 
the wants of another person. He lends capital which he would 
have invested in some profitable enterprise. If the debtor 
utilises the capital in the satisfaction of his personal needs, he 
must pay rent for the hire of capital just as he pays for the hire 
of a house or furniture or transport. The rent will be con. 
pensation for the risk undertaken by the creditor in advancing 2 
loan to the debtor as well as a reward for his capital. And if 
the debtor invests capital in some profitable enterprise, then the 
creditor is more than justified in claiming a share of the profits. 
Let us analyse this argument of ‘‘risk’’. It is true that the 
creditor runs a risk and sacrifices something when he advances 
his capital to the debtor ; but this, in no way, gives him a right 
to charge a price of 594 or 10% per annum for his risk or 
sacrifice. The creditor, has a good reason to mortgage any of 
the articles of the debtor or ask for security or for a guarantor 
for the risk involved ; or if he is not willing to do any of these 
things, he may not take this risk at all and refuse to advance a 
loan. 

But risk in itself is neither a commercial good which may 
have a price, nor a house or furniture or transport which may 
have rent. As for sacrifice, it can be considered as such, so long 
as it is not regarded as business because it can’t be both sacrifice 
and business. If a man makes a moral sacrifice, he must be 
Satisfied with its moral gains; and if he talks of reward, he 
must not then talk of sacrifice but do straightforward business, 
And if he demands an extra reward over and above the loan 

capital per annum or per mensem, he must give reasons for doing 
so and explain why is he entitled to it? 

Let us examine the two aspects of interest—a reward for 
abstaining or a hire charge. It is a reward for abstaining? In 
fact, the creditor lends only that amount which is in excess of 
his needs and which he is not using himself. As such, it cannot 
be a reward for abstaining because he has not abstained from 
anything for which he can claim a reward. 

Is it a charge (rent) for hire? -Rent is charged only for 
those things, such as a house, furniture, transport etc., which 
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wear out, break and lose some of their value during their use. 
Rent is a reasonable charge for the wear and tear and the 
maintenance of these things. But commodities, like foodstuff, 
or gold and silver or money, cannot be considered under this 
category and, therefore, rent for them is meaningless. 

The most a creditor can say is that he is providing an 
opportunity to the debtor to make profit with his capital and so 
he should be given a share out of the profit. But in consump- 
tion loans this argument does not hold because the debtors are 
usually poor people who take loans to tide over their difficult 
times and there is no profit to share. 

In productive loans, there is probability of both profit and 
loss. If the debtor is running his business on loss, how and on 
what reasonable grounds is the creditor justified in claiming a 
fixed monthly or annual income from the former? And ifthe 
profit is equal to or less than the amount of monthly or yearly 
interest, then how is the creditor justified in claiming his share 
for doing nothing ; whereas the debtor who has worked so hard, 
spent his time, labour, working ability and personal capital 
and then, after spending all this, he gets nothing. 

Even if the profit of the debtor is greater than the amount 
of interest, it cannot be justified either by reason or by a sense 
of justice or by principles of trade and economics that the 
trader, the industrialist, the farmer and other factors of produc- 
tion, who spend their time, labour, ability and other powers of 
body and soul, to manufacture and provide the needs of society, 
should have profits which are neither certain nor fixed, but the | 
capitalist should have certain and fixed interests. All others 
have risk of loss but he has guarantee of definite interest. The 
rate of profit of all other agents rises and falls with the change 
in prices but the interest of the capitalist is pre-determined and 
is paid at the same fixed rate monthly and yearly. 

But if a creditor wants that his capital must be invested in 
some profitable enterprise so that it may earn something, the 
only reasonable and practical course for him is to enter into 
partnership with some businessman instead of lending capital on 
interest, 


capital is called ‘‘productive’’, 
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II. Theory that Debtor Makes Profit 


The advocates of this school of thought argue that by 
“‘waiting’’ or by “abstaining’? for a period of time and not 
consuming his own capital for the satisfaction of his personal 
wants, the creditor gives “time’’ to the debtor along with his 
capital to make some profits. This “‘time’’ has its own “price” 
which increases with the increase in the period of time. If the 
debtor is not given any time to make the profitable use of the 
loan capital, he will not be able to make any profit and his 
entire business may even be ruined for lack of capital. This 
time, during which the debfor invests the loan capital, has 
certainly a “‘price’’ for him and he is profitably utilising it. 
There is no reason why the creditor should not share in the 
profits of the debtor. Furthermore, they argue that possibilities 
of profit rise and fall with the increase and decrease in time and 
there is no reason why the creditor should not charge the price 
(of time) according to the length of time. 

But again the question arises how and from what source 
the creditor has obtained this information that the debtor will 
definitely make a profit and not loss by investing the loan 
capital? How does he know that the debtor will definitely 
make a profit of a certain magnitude that he has fixed his own 
share accordingly ? And how has he calculated that the debtor 
will certainly make so much profit during the time he is utilising 
the loan capital and will, therefore, be able to pay a certain 
fixed monthly or annual price for it ? 

The supporters of this theory of interest have not been able 
to give any reasonable answers to these questions. 


iff, Theory of Productivity of Capita] 


One school emphasises the ‘‘productivity of capital’’ as its 
inherent quality which entitles the creditor to claim a reward 
(in the form of interest) from the debtor for its use. There are 
many economists who have emphasised this aspect of the function 
of capital in production. And in accordance with this view, 


It obviously means that ‘“‘there 
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is a market for the productive services of machines (capital) and 
of other concrete forms of capital as well as for the concrete 
forms of capital themselves’’. This view that capital is pro- 
ductive may be taken to mean either that capital has the power 
to produce more goods than can be produced without it, or that 
it has the power to produce greater value than can be produced 
without it, or that it has the power to produce value greater 
than that which it possesses itself. And interest is a reward for 
the productive services rendered by capital to the debtor in the 
process of production. 

But the very claim that productivity is the inherent quality 
of capital is fallacious because capital becomes productive only 
when it is employed in some profitable business by some one. 
If it is used for consumption purposes, it possesses no such 
quality. | 

Even capital employed in profitable enterprises does not 
necessarily produce more value for which it can be claimed that 
productiveness is its inherent quality. It is often experienced, 
specially in slumps, that employment of more capital not only 
diminishes profits but actually turns profits into losses. 

Even if capital is supposed to possess this quality of pro- 
ductiveness, it is dependant upOn many other factors. Its 
profitable employment depends as much upon labour, ability, 
far-sightedness and experience of those who use it, as upon the 
favourable economic, social and political conditions of the 
country. These and many other similar factors are the necessar 
pre-requisites of profitable employment of capital. If any « 
the conditions is not satisfied, very often the profitability of | 
capital may become doubtful or even turn into loss. . 

Even if it is admitted that capital poSsesses an inherent 
quality of productiveness which entitles the owner of capital to 
share in the profit, there is no way of finding Out, with certainty 
and accuracy, the exact amount of prospective profit in order 
to fix the monthly or annual rate of interest to be paid. Besides, 
there is:no available method of calculating or estimating the 
profitability of capital ten or twenty years hence and thereby 
fixing the long-term rate of interest. 
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II. Theory that Debtor Makes Profit 


md 


The advocates of this school of thought argue that by 
“waiting’’ or by “abstaining” for a period of time and not 
consuming his own capital for the satisfaction of his personal 
wants, the creditor gives ‘“time’’ to the debtor along with his 
capital to make some profits. This “‘time’’ has its own “price” 
which increases with the increase in the period of time. If the 
debtor is not given any time to make the profitable use of the 
loan capital, he will not be able to make any profit and his 
entire business may even be ruined for lack of capital. This 
time, during which the debtor invests the loan capital, has 
certainly a. ‘“‘price’’ for him and he is profitably utilising it, 
There is no reason why the creditor should not share in the 
profits of the debtor. Furthermore, they argue that possibilities 
of profit rise and fall with the increase and decrease in time and 
there is no reason why the creditor should not charge the price 
(of time) according to the length of time. 

But again the question arises how and from what source 
the creditor has obtained this information that the debtor will 
definitely make a profit and not loss by investing the loan 
capital? How does he know that the debtor will definitely 
make a profit of a certain magnitude that he has fixed his own 
share accordingly ? And how has he calculated that the debtor 
will certainly make so much profit during the time he is _ utilising 
the loan capital and will, therefore, be able to pay a certain 
fixed monthly or annual price for it ? 

The supporters of this theory of interest have not been able 
to give any reasonable answers to these questions. 


Ilf. Theory of Productivity of Capita! 


One school emphasises the ‘‘productivity of capital’’ as its 
inherent quality which entitles' the creditor to claim a reward 
(in the form of interest) from the debtor for its use.. There are 
many economists who have emphasised this aspect of the function 
of capital in production, And in accordance with this view, 
capital is called ‘“‘productive’’, It obviously means that “‘ther¢ 
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is a market for the productive services of machines (capital) and 
of other concrete forms of capital as well as for the concrete 
forms of capital themselves’?. This view that capital is pro- 
ductive may be taken to mean either that capital has the power 
to produce more goods than can be produced without it, or that 
it has the power to produce greater value than can be produced 
without it, or that it has the power to produce value greater 
than that which it possesses itself. And interest is a reward for 
the productive services rendered by capital to the debtor in the 
process of production. 

But the very claim that productivity is the inherent quality 
of capital is fallacious because capital becomes productive only 
when it is employed in some profitable business by some one. 
If it is used for consumption ‘purposes, it possesses no such 
quality. | 

Even capital employed in profitable enterprises does not 
necessarily produce more value for which it can be claimed that 
productiveness is its inherent quality. It is often experienced, 
specially in slumps, that employment of more capital not only 
diminishes profits but actually turns profits into losses. 

Even if capital is supposed to possess this quality of pro- 
ductiveness, it is dependant upon many other factors. Its 
profitable: employment depends as much upon labour, ability, 
far-sightedness and experience of those who use it, as upon the 
favourable economic, social and political conditions of the 
country. These and many other similar factors are the necessary 
pre-requisites of profitable employment of capital. If any of 
the conditions is not satisfied, very often the profitability of 
capital may become doubtful or even turn into loss. | 

Even if it is admitted that capital possesses an inherent 
quality of productiveness which entitles the owner of capital to 
share in the profit, there is no way of finding out, with certainty 
and accuracy, the exact amount of prospective profit in order 
to fix the monthly or annual rate of interest to be paid. Besides, 
there is«no available method of calculating or estimating the 
profitability of capital ten or twenty years hence and thereby 

fixing the long-term rate of interest. 
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As such, there is no justification for charging a fixed rate of 
interest on a certain sum of money advanced for ten or twent 


) 
years when the actual rate of profit to be made in future is not 
known. 


IV. Theory of the Undervaluation of Fature Goods in Relation to 
Present. 


Some economists are of the opinion that man naturally 
prefers his present wants and their satisfaction to that of th 
future. They try to explain the phenomenon of interest by their 
well-known formula of the “‘under-valuation of future goods j 
relation to present’. Briefly, interest may be called an agio 
obtained by present goods in exchange for future ones. Boehm. 
a great exponent of this school, gives three reasons for the under- 
valuation of future goods : 


(a) Future profit is doubtful owing to uncertainty of future 
events and human life, while present gain is certain and 
visible. 


(b) The satisfaction of present wants is more valuable fora 
man than their satisfaction at some future date when he 
may Or may not have those wants. 

(c) As present goods are practically more useful and employ- 
able, they carry a higher value and are regarded superior 
to future goods. 

In view of these reasons, they say that present profit in hand 
has preference over doubtful gain at some future date. There- 
fore the value of the loan capital advanced to the borrower today 
is definitely more than the sum of money he may return some 
years later. Interest, in fact, is the excess value which 1s added 
to the loan capital at the time of payment in order to make it 

equivalent to the value of the original loan capital. In other 
words, interest is equal to the (so-called psychological not econo- 


mic) difference between the present and the future goods. 


The question is: Does human nature in fact regard present 


wants more important and yaluable than the future ones? If 
so, then why must people not want to spend all their incomes 
today but like to keepa portion thereof for the future ? One 
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will find many people hold their present wants to keep something 
for the unforeseen and unexpected events of the future. All 
human efforts of today are directed to make future better, so 
that future life may be happy and prosperous. You will hardly 
find any man willing to make his present happier and prosperous 
at the cost of his future. 

Even if it is admitted, for a moment, that a man is prepared 


to sacrifice his future good for his present comfort, still the 
reasoning on which the institution of interest is based and is 


justified, is not correct. According to this reasoning, the loan 

transaction between a borrowcr and a lender shows that £100 of 
today are worth £105 (£5 being interest) of a year hence. Which 
means that after one year £105 would be worth £100 of the 
previous year. If the loan is not paid after one year, then after 
two years, £100 of the past will be equivalent to £110. 

Is this the proportion between the value of the past and the 
present in actual practice? And is this principle also valid 
that as the past is getting older, its value, as compared to the 
present, is increasing? There is no convincing answer to these 
questions. 

Maulana Maududi explains the evils and dangers of the 
institution of interest and shows how it can be harmful and 


ruinous for society. We will now discuss these moral, cultural 
and economic evils one by one. 


1. Moral and Spiritual Evils 


The institution of interest inculeates love for money and the 
desire to accumulate wealth for its own sake. It makes men 
selfish, miserly, narrow-minded and stone-hearted. It engenders 
callousness ; encourages greed: breeds jealousy and entails 
misery in multifarious ways. To sum it up, it encourages and 


breeds such qualities among people which are harmful to 


society. 


2. Cultural and Social Evils 


It spreads hatred and selfishness which destroy the spirit of 
social service and breed séeds of discontentment and antagonism 
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As such, there is no justification for charging a fixed rate of 
interest on a certain sum of money advanced for ten or twen 


ents 
years when the actual rate of profit to be made in future is not 
known. 


Iv. Theory of the Undervaluation of Future Goods in Relation to 
Present. 


Some economists are of the opinion that man naturall\ 
prefers his present wants and their satisfaction to that of the 
future. They try to explain the phenomenon of interest by their 
well-known formula of the ‘‘under-valuation of future goods i 
relation to present’. Briefly, interest may be called an agio 
obtained by present goods in exchange for future ones. 


Boehm. 
a great exponent of this school, gives three reasons for the under 


valuation of future goods: 

(a) Future profit is doubtful owing to uncertainty of. future 
events and human life, while present gain is certain and 
visible. 

(b) The satisfaction of present wants is more valuable for 
man than their satisfaction at some future date when 
may or may not have those wants. 

(c) As present goods are practically more useful and employ- 
able, they carry a higher value and are regarded superior 
to future goods. 

In view of these reasons, they say that present profit in hand 

has preference over doubtful gain at some future date. There- 
fore the value of the loan capital advanced to the borrower today 
is definitely more than the sum of money he may return some 
years later. Interest, in fact, is the excess value which is added 
to the loan capital at the time of payment in order to make i 
equivalent to the value of the original loan capital. In other 
words, interest is equal to the (so-called psychological not econo- 


mic) difference between the present and the future goods 


The question is: Does human nature in fact regard present 


Wants more important and yaluable than the future ones? [If 
so, then why must people not want to spend all their incomes 
today but like to keepa portion thereof for the future ? One 
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will find many people hold their present wants to keep something 
for the unforeseen and unexpected events of the future. All 
human efforts of today are directed to make future better, so 


that future life may be happy and prosperous. You will hardly 
find any man willing to make his present happier and Bree 


at the cost of his future. 

Even if it is admitted, for a moment, that a man is prepared 
to sacrifice his future good for his present comfort, still the 
reasoning on which the institution of interest is based and is 
justified, is not correct. According to this reasoning, the loan 
transaction between a borrowcr and a lender shows that £100 of 
today are worth £105 (£5 being interest) of a year hence. Which 
means that after one year £105 would’ be worth £100 of the 
previous year. If the loan is not paid after one year, then after 
two years, £100 of the past will be equivalent to £110. 

Is this the proportion between the value of the past and the 
present in actual practice? And is this principle also valid 
that as the past is getting older, its value, as compared to the 
present, is increasing ? There is no convincing answer to caine 
questions. 

Maulana Maududi explains sie evils and eevee of nittie 
institution of interest and shows how it can be harmful and 


ruinous for society. We will now discuss these moral, cultural 
and economic evils one by one. 


1. Moral and Spiritual Evils 


Dili 


The institution of interest inculcates love for money and the 
desire to accumulate wealth for its own sake. It makes men 


selfish, miserly, narrow-minded and stone-hearted. It engenders 


| — 
callousness ; encourages greed: breeds jealousy and entails | 


misery in multifarious ways. To sum it up, it encourages and 
breeds such qualities among pague which are~ harmful to 


society. 
z Cultural and Social Evils 


It spreads hatred and selfishness which destroy the spirit of 
social service and breed seeds of discontentment and antagonism 
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in society. Instead it helps in the srowth of a community jp 


which individuals do not do anything, personal or social. exc ot 
for profit ; where need of one becomes an apportunity of 
profiteering for another ; and the interest of the rich is consider. 
ed opposite to that of the poor. Such a society cannot attaip 
solidarity and cohesion necessary for its success and prosper 
and will, sooner or later, disintegrate. 
The same thing is experienced in international relations 
It breeds hatred and spreads germs of war among nations 
Take for instance, Great Britain, she was in great financia 
difficulties in the World War II and wanted her rich friends and 
ally in war to help her with funds without interest. But the 
Americans did not accede to her request and therefore she had 
to submit to the conditions laid down in the loan contract 
known as Bretton Wood Agreement. Though she willing 
agreed to the conditions of the loan contract, owing to the 
pressure of her war requirements, it left a deep feeling of anger 
and grief in the English Nation which can be noticed from the 
writings of Lord Keynes, Mr. Churchill and Dr. Dalton. Mr. 
Churchill called it a “treatment of a tradesman’’ and Dr. Dalton 
stated in the House of Parliament, ‘‘We requested for an inte- 
restless loan but we were told that it was not practical politics”, 


3. Economic Evils 


Interest is paid on different types of loans which lead to 
different problems according to the nature of loan as well as 
the debtor. We will therefore discuss each type of loan 
separately :— : 


(a) Consumption Loans: These loans are taken by people 


in need for their personal needs. Such loans are very common 


among poor and middle class people, especially in the under- 
developed countries. The majority of these people take loans to 
meet their day to day needs. And a greater portion of their 
income is taken over by the capitalist in the form of interest, 
Millions of people in under-developed countries spend all their 
lives paying off their inherited debts. 


Their wages and salaries 
are so low that, after paying interest, 


very little is left to enable 
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them to get even two square meals a day. 

This continuous payment of heavy instalments of interest 
lowers their standard of living and the standard of education of 
their children. Besides, continuous worry is likely to adversely 


affect efficiency of their work which may ultimately cripple the 
economy of a country. 


Furthermore, it reduces the already low purchasing power 
of the working class which, in turn, lowers the demand for goods 
purchased by them. Thus the industries which meet the demand 
of the poor and the middle class people will feel the effect of a 
fall in their demand. And slowly but surely this will slow down 
industrial development and thereby check economic progress of 
a community. 

(b) Productive Loans: Loans taken by traders, annatrias 
lists and farmers for productive purposes come under this 
category. The capitalist, by his malpractices, does great harm 
to the interest of these people and thereby to the community. 
Some of the evil effects of his malicious designs are enumerated 
below : 

(i) A large portion of capital of the community remains 
idle and unused simply because the capitalist withholds it in 
the hope of a rise in the rate of interest. Even though there are 
many useful enterprises and a considerable. demand for capital 
in the market, the capitalist does not release capital in order to 
obtain higher rate of interest. 

(ii) It is the greed for higher interest which does not permit 
the flow of capital into trade and industry according to its 
natural and real demand. The capitalist releases and withholds 
funds from the money market according to his own interest. _ 

(iii) These malpractices intensify the evil effects of trade 
cycles which occur periodically in the modern capitalist society © 
and cause great damage to the economy. | 

(iy) Capital is not invested in many enterprises which are 
very useful and beneficial to the community but are not very 
profitable, 

(v) The capitalist does not generally advance long-term 
loans to trade and industry because of higher profits in speculative 
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m 
business and in the hope of a rise in interest In future, Thi 
attitude of the capitalist, resulting from the existence of interes 
is an obstacle in the way of industrial development, especially 
in under-developed countries. | 

Besides, a fixed interest on Jong-term loans is in itself, 
great evil which sometimes, when profits are low, ruins map 
fiourishing and successful enterprises. | 

(c) Government Loans: Government loans are of ty, 
types. Loans acquired by the Government from within th 
country and those acquired from foreign countries. 

(i) Government Internal Loans ; These loans may be up. 
productive as war loans ; and may be productive as loans fo, 
such enterprises as canals, railways, hydro-electric schemes ete, 

In case of unproductive loans, which are acquired for 
meeting emergencies and other situations, such as famines, earth. 


quakes etc., the position is more or less the same as those of 


individual loans acquired for personal needs. In fact the position 
of the capitalist is worse here than in case of individual loans, 

The capitalist is such an ungrateful and selfish person that 
he is charging interest from the Government, which has given 
him protection and provided him opportunities for attaining 
this position. If capital is being used for unprofitable but use- 
ful needs of the community and will benefit the capitalist as well, 
the grounds to charge interest cannot be justified. 

The situation becomes all the more unforgiveable and 

criminal when the nation is involved in a life and death struggle 
with the enemies who have threatened the life and property ol 
the whole community including the capitalist. The entire com: 
munity is sacrificing the life and property of its members to 
Save its very existence, while the selfish capitalist is demanding 
interest On war loans. He is not prepared to forgo a single 
penny from interest, whereas other members of the community 
are giving the lives of their children, brothers and fathers to 
protect their honour and their country. How far is it fair and 
just to feed the capitalist by paying more and more interest, 
while the whole community suffers, is ‘yet to be answered by the 
advocates of this doctrine ? 


— 
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All the burden of interest whether on productive or un- 
productive loans falls on the poor tax payer through direct and 
indirect taxes. There are millions of poor people who cannot 
afford even the bare necessaries of life but have to pay a pound 
of flesh in interest to the capitalist. 

(ii) Government External Loans : These loans have all the 
evils of the personal and national loans whether acquired for 
productive or unproductive purposes. 

Besides, they have another very important and dangerous 
aspect. They may ruin the internal economy of the country 
and may also entangle it in international disputes. The heavy 
burden of external debt is not sometimes only ruinous for a 
nation but also sows the seeds of hatred and rivalry between 
different nations which very often result in wars. 

External debt may also endanger the security and safety of 
small and newly independent nations which are not strong 
enough financially and politically to stand on their own feet. 


IMAM RAZI AND INTEREST 


Imam Razi has attempted to explain why interest is 
prohibited in Islam, He has given many reasons supporting 
the prohibition of interest. Some of his arguments are summariz- 
ed below :} 


1. Devouring other people’s wealth 


The transaction of interest necessitates taking another 
person’s wealth without any consideration or reward. For one 
who sells one ‘dirham’ in exchange for two ‘dirhams’ or one 
‘wasq’ (measure) of wheat in exchange for one and a half ‘wasqs’ 
of wheat, on credit or in cash, receives the excess (of dirham or 
wheat) for nothing. These kinds of transactions are considered 
Unjust and iniquitous. Such transactions, very often, reduce 
the debtor to poverty through exploitation. The Holy Prophet 
has clearly stated that a man’s wealth is forbidden to another 
like his blood. It is because of this that extortion of another 
person’s wealth without any reward in exchange for it is 


1. Dr. Yusuf-ud-Din, Islam Kay Muashi Nazriyae. 
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prohibited. It may be argued that so long as the debtor keen, 

creditor’s capital in exchange for a few more ‘dirhams’ fy, 

fixed period of time, there seems’ no apparent reason for py, 

hibiting the excess money. Had the creditor kept the capi 

which he gave over to the debtor, for his own use, he mig 

have invested it in some business and made some profit. Whe 
he leaves his capital in the possession of the debtor, he 

unable to derive any profit from it which would otherwise hay 
accrued to him through business. If the debtor pays him som 
extra ‘dirhams’ in exchange for the use of his loan capital ; 
should not be prohibited. 

Imam Razi, arguing against this reasoning, emphasises th; 
the profit which the creditor is supposed to make is not are 
or a substantial thing. If the creditor, instead of lending } 
capital to the debtor, were to invest it himself in some busines 
enterprise, he would not be certain of his profit and migh 
actually suffer a loss. Thus the creditor’s profit is imaginan 
and unreal, while the extra ‘dirham’ (in interest) from the debtor 
is real and certain. 

Interest prevents wealthy people from adopting any pro 


livelihood through interest. They do not like to invest ther 
capital in other commercial enterprises which entail hardship 
as well as risk. This naturally checks the growth of industr 
and commerce and thereby slows down the economic progress of 
a country because worldly affairs cannot continue satisfactoril) 
without trade and industry. 


2. Destroys Moral Values 


When interest is forbidden, people will abstain from 
borrowing ; but, if it is made lawful, the needs of people wil 
make them borrow one ‘dirham’ in exchange for two. As a result, 
feelings of natural sympathy, human goodliness and gratitude art 
destroyed. 


3. Breeds Hatred and III-Will 


The poor people, realising that the creditor has been eating 
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their wealth through interest, curse him and wish evil of him. 
Thus the institution of interest belps in spreading ill-will and 


hatred in society. 
People naturally feel hatred for anyone who is known to 


have accumulated wealth through interest and they leave no 
stone unturned in depriving him of his wealth. His wealth 
ceases for him after his death but his° ignomy and sins remain 
for ever. 

4. The Rich grows Richer and the Poor Poorer 


There is every probability in an interestless society that 
the poor borrower might grow richer and the lender poorer ; 
but in a capitalist society, the rich grows richer by collecting the 
wealth of poor through interest, while the poor grows poorer. 

It may seem apparent that interest increases wealth of 
the lender, but in fact, (as shown earlier) it destroys wealth of 
individuals as well as nations. It applies a brake to investment 
and lowers the rate of accumulation of capital because the 
higher the rate of interest the lesser the rate of investment. The 
fact that interest does not increase but actually decreases wealth 
was greatly emphasised by the Holy Prophet. 

Besides, it is contrary to the spirit of ‘sadakat’ (charity). 


5. Creditor is disgraced 

Even if wealth of the creditor does not seem to diminish, 
his social position in society diminishes a great deal. He loses 
his respect in the community and is considered an enemy and a 
parasite, rather than a friend and a benefactor. In short, he 
isheld in bad repute and disgrace by the public. Above all, 
interest inculcates love for money among the people who amass 
wealth for the sake of wealth. They lose all sense of justice 
and become malicious and stone-hearted. 
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T IN 
PROHIBITION OF INTERES 


THE HOLY QURA’N 


_ Introduction f interest as 
der to fully understand. the get er that the 
In ae ce Holy Qur’an, it is ayag cree Qur’an with 
contained 1 .-oction of the : 
k at the injunell SAE iudices 
ET ety without any pre-conceived ideas or Prod 
: chings of Islam. k . a 
ana cae d ay that the economists have written a great 
i 
deal about the doctrine 0% 1M ating a” consistent and 
scattered observations’ without prese E ‘¢ we say that the 
systematic theory. And we won't be wrong} y 


economists, in spite of their great intellectual achievements in 


the field of economics, have failed to solve the problem es 
‘nterest. They have, in fact, avoided the real issue as to w Ly 
‘nterest should be paid and they have spent all their energies in 
finding out how interest is determined ? Thus, from our point of 
view, the very hypothesis on which they have built a huge super- 
structure of scores of interest theories, 1s wrong and fallacious. 
Furthermore, it is also necessary that the reader should 
look at the doctrine of interest as one of the five pillars of the 
economic system of Islam (others being, Sadakat, Zakat, Pro- 
hibition of unnecessary and excessive accumulation of wealth 
and laws of inheritance). If it is studied as a separate institution, 
and not as a component of the economic system of Islam, it 
may not only lose some of its significance but may also give rise 
to doubts about the validity of some of our arguments, Though 
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l the doctrinelofinteemturs BEaRENEOE the economic 1m evil consequences both in this world and the Hereafter : 
of Islam and, as such, presents a true picture only oe ale “Those who swallow interest cannot Rise except 
with oth + oe "A | a as he arises whom the devil Prostrates by (his) touch. 
eens it Will provide interes That is because they say, trade is just like interest. And 
God has allowed trading and forbidden interest. To 
whomsoever then the admonition has come from his 


ing and useful information to any reader by itself. 


Z. The Holy Qur’an 


ene wae . | Lord, and he desists he shall have what has already 

The institution of interest had become a part and parcel of AMR e airaieist in othe: hands of God ocAnd 

the economic system of the people of Arabia like that of other ests to h hy os ; 

countries of the world. It was, in fact, regarded essential fo; oe pete aioe” A ated ea 
the successful operation of the existing economic system by th ae ae anaes Ap ie 

es | “God has blotted out interest and caused charity to 

people. But Islam considered it an economic evil which had BEANE atGcd loves not aavi ungtatefal’sinners” 

been spreading its harmful effects in the economic and social life i hse ‘ 


(2 : 275-276) 

(4) And then the final injunction of the Holy Qur’an, pro- 
hibiting interest and declaring ic unlawful in a Muslim society, 
was revealed to the Prophet Muhammad (PBUH) : 

“© you who believe, keep your duty to God and 
relinquish what remains (due) from interest, if you are 
believers’, ) 

“But if you do (it) not, then be appraised of war 
from God and His Messenger ; and if repent, then you 
shall have your capital. Wrong not, and you shall not 
be wronged”, (2 : 278) 

(5). Inthe following verse of the Holy Qur’an, the Muslims 
are warned to obey the injunctions regarding interest, as con- 
tained in the Book, or else they shall suffer the same fate as the 
Jews, who were forbidden (to take) ' interest, but they continued 
taking interest : 

“And for their taking interest—though indeed 
they were forbidden it—and their devouring the pro- 
perty of people falsely. And We have prepared for the 
disbelievers from among them a painful chastisement’’. 

(4: 161) 


of the whole community. Therefore, the Holy Qur’an declared 

interest unlawful in the Muslim community. As it was deeply 

rooted in the economic life of those people, God in His All 
Knowing wisdom, revealed His commandments about the pro- 
| hibition of interest (like that of the prohibition of alcohol) 
gradually so that it might not upset the economic life of the 
| people and cause unnecessary inconvenience and hardship 
| to them. 
| We will now discuss the injunctions of the Holy Qur'an on 

| interest in the following : 

(1) The first injunction of the Holy Qur’an lays Stress upon 
the fact that interest does not increase individual or national 
wealth, but, on the other hand, it decreases wealth : 

““And whatever you lay out at interest, so that it 
may increase in the property of men, it increases not 
with God.” (30: 39) 

(2) In the next injunction, the Muslims are told not to take 
cOmpound (usury) interest if they want real success in life : 
Ty **O you who believe, devour not interest doubling 
and redoubling, and keep your duty to God ; that you 

may be successful’’. (3: 129) 

(3) Next injunction distinguishes between trade and interest 
(Riba) and points out that interest, in fact, destroys national 
wealth of a country. Then it admonishes the believers to 
refrain from interest (/.e. taking interest) or else they shall suffer 


3, Hadith 


In orderto show how the Holy Prophet explained and 
clarified the meanings of the various injunctions of the Holy 
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Qur’an regarding the Prohibition of interest to his COMPanion | 
we will quote here some of the important sayings of ‘. | 
Prophet : ; 
(1) It has come down from ‘Aun ibn Hanifa. who reported fron 
his father that the Holy Prophet had condemned both th | 
receiver of interest and its payer.’ 

‘Abdullah Ibn Mas‘ud reported that the Holy Prope 
cursed the receiver of interest as well as its giver ; the scrity | 
of the interest deed, and the witnesses to it and further sai | 
that they all are equal (in the act of committing sin). 
According to Jabir, the Holy Prophet cursed those who 
receive interest, pay interest and the scribe of the deed and | 
those who bear witness to it. 

Then the Holy Prophet, on his last Pilgrimage and in his | 
last address, said, ‘“‘Every form of interest ‘Riba’ Is cancel). 
ed ; capital indeed is yours which you shall have, wrong not 
and you shall not be wronged. God has given His injune. 
tions that interest is totally forbidden, I first start with (the 
amount of) interest (which people owe) to ‘Abbas and decl. | 
are it all cancelled’’. He then on behalf of his uncle, ‘Abbas, 
cancelled total amount of interest due on his loan capital 
from his debtors,? 


(2) 


(4) 


4. Significance of these Injunctions 


A careful study of these verses of the Holy Qur’an and the 
sayings of the Holy Prophet presents us with the following pro- 
blems concerning interest : 

(1) Meaning of ‘Riba’ (interest). | 
(2) What is a fair rate of interest, or the traditional difference 
between uSury and interest ? 

Difference between trade and interest. 

Is interest a natural phenomenon in the economic system or 
merely a creation of institutional and conventional factors? 
Why interest should not be paid ? 


——— — oe 
—_——-— 


1. Bukhari. 
2. Muslim. 
3. Imam Malik, Muatta, 


Economic Doctrines of Islan | prohibition of Interest in the Holy Our’an 

. 
(6) Is interest beneficial or harmful to society ? 
(1) A society without interest is likely to prosper ata faster rate 


than that with a rate of interest. 
(8) Various economic factors are likely to lower the rate of 
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interest. 
(9) Economic necessity will gradually push the rate of interest 


down to a very low level approaching zero. 
(10) Possibility of a zero rate of interest : 
(a) Keynes views on interest. 
(b) Islamic conception of interest. 
Let us deal with these problems one by one. 
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Chapter 9 


MEANING OF ‘RIBA’ 


tents . The 
The Holy Qur’an has used the word fRiby 2s intergha ae 
dictionary meaning of ‘Riba’ is excess OF 1D ore are 
but, ineconomics, it refers to that surplus income, eee 
i receives from the borrower, Over and above the re 
amount, as a reward for waiting or parting with the liquid part 
of his capital for a specified period of time. 
‘Riba’, in Islam, particularly refers to that.excess which is 
demanded in a particular. way. Ibn Hajar ‘Askalani, talking: of 
‘Riba’ says, that “essence of ‘Riba’ is excess whether it is in the 
commodity (itself) ot in money, as two dinars in exchange for 
one dinar. According to Allama Mahmud al-Hassan Taunki, 
‘Riba’ means excess or increase ;and when, in a contract of 
barter (exchange of goods for goods), more of one thing is de- 
manded in exchange for exactly similar thing, it is called ‘Riba’, 
In the words of Shah Wali Ullah of Delhi, element of ‘Riba’ 
exists in the debt which is advanced on the condition that the 
borrower will pay more or better than what he has received from 
the lender, In the opinion of Abu Bakr Ibn al-Arabi, every 
i AB inhi wey i: which no reward is paid.’ Qatada 
to Brin aa a ms ra es pahone aE ait a 
specified period, when the period expired 


and the buyer had not made th 
€ payment, then the s 
extend the time of payment alo caeca: 


ng with j : 
Price (to be paid back)’, 8 wiapanea, than urchasing 


According to Mujahid, element of 


$e eee ‘Riba’ existed ip 
| l. Dr, Yusuf-ud-Din, Op, cit, a the 


»P. 391, 
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dealings of this nature in the pre-Islamic days: whenever ; 


person contracted a loan from someone, he would ask th 
creditor to give him more time for payment, and that he wo 
in return, pay him a fixed amount in excess of the pr; cial 


loan.! 

The findings of Abu Bakr Jassas also show that 
people in the pre-Islamic times contracted loans from 
another, it was agreed upon between the . parties concerned tha 
so much amount of money (a definite sum) would be paid by 
the borrower in excess of loan after a certain specified time.’ 

In the opinion of Imam Razi this was the custom in the 
pre-Islamic times that they advanced a sum of money to a person 
for a specified time and received from him a fixed amount of 
money every month as interest ; when the time expired, the 
borrower was asked to repay the debt, if he could not repay the 
debt, he was given ' extension in the time for repayment and the 

interest was increased”’.2 

Such forms of loan business were in vogue in Arabia in 
those times.and were called by the name ‘Riba’, It is this surplus 
or excess over principal amount which is prohibited in Islam. 

A careful] study of ‘Riba’ will show that it is not the same 
as usury but is inclusive of all excess over and above the prio- 
cipal sum lent including usury. ‘Riba’ is earned when a man lends 
his capital to another on the condition that after a certain time 
he would charge a tixed amount of money in addition to his 
capital. This additional amount, which is ‘Riba’ (or interest), is 
a consideration not of any labour or commodity but of the time 
for which the principal has been borrowed. 

‘Riba’, in essence, is thus an amount charged on the principal 
as a consideration for the time during which the principal is tobe 
used and it consists of three elements, viz., ‘addition to the 


principal, the rate of that addition according to time, and the 


whenever 
One 
“yy 


1. Interest, op, cit Vol. I, p. 33, 

2. Llbid. 

3. Maulana Abul Ala Maudoodi, quoted by Abdul Majid in Holy Qur‘at, 
Vol. I, pp. 90-92 and 96-97, 
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Meaning of ‘Riba’ 

payment of the additional amount being a condition of the 
bargain. All transactions including these three elements come 
under the category of ‘Riba’.* 


In fact, the ‘‘Arabic ‘Riba’ is but aeTtaile covered by the 
English word ‘usury’ which, in the modern parlance, signifies 
only an exorbitant or extortionate interest. The Arabic ‘Riba’ 
on the other hand, means addition, however slight, over and 
above the principal sum lent, and thus includes both usury and 
interest”’.1 

“All the injunctions do not imply that the form of interest 
known as usury alone was to be abolished and other forms to be 
maintained. They really aimed at eradicating the*mentality; the 
ethical standards, the culture and the economic organisation’ of 
capitalistic system and to establish a new system in which niggard- 
liness should give place to»charity, selfishness to sympathy and 
co-operation, ‘Riba’ to ‘Zakat’; Banking to ‘Bait-ul-Mal’ and thus 
to obyiate the circumstances which may give rise to £0; Ope ratte 
societies.) 

After studying the various forms of business and credit 
transactions, containing the element’ of ‘Riba’, which Were in 
vogue in Arabia during the time of the Holy Prophet, interest 
may be defined as a pre-determined excess or surplus over 
and above the loan capital] received by the creditor conditionally 
in relation to a specified period.? It contains the following three 
elements ; 

(1) Excess or surplus over and above the loan capital. 

(2) Determination of this surplus in relation to time ; and 

(3) Bargain to be conditional on the Pavan Oe ofa eR 
mined surplus. 

These three elements jointly constitute ‘Riba’ and any deal 

or bargain or credit transaction, in money or in kind, which 

contains these elements, is Considered a transaction of ‘Riba: by 


the Muslim jurists and economists. 


1, Maulana Abul Ala Maududi, quoted by Abdul Majid in Holy Quran, 
Vol. I, p. 90-92 and 96-97. 
2. Interest, op. cit. Vol. I, p. 33. 
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The above-defined ‘Riba’ 
groups : 
(7) 


(i) Interest in Debt ‘Riba Nasia’ 


has been 


‘Riba Nasia’ and (i) ‘Riba al-Fad]’. 


This type of ‘Riba’ was quite wide spread and well-t, 


in the time of the Holy Prophet. It was found in 


payment of a monthly interest over and above the prin ‘all F 


the expiry of the period of debt, the creditor would ask fo, ) 
repayment of his principal 


money which was determined at the time of the transaction. 


The transactions of this nature were very common in Arabj; 
in those days and they all contained an element of ‘Riba 
Whenever ‘‘a debtor could not repay the principal 


(interest). 
with the accumulated surplus (interest) at the time it fell due, he 
Was given an extension of time in which to pay the loan, but, at 
the same time, the sum due was doubled’’.2 
‘*The ‘Riba’ in pagan Arabia layin that the creditor demand- 
ed at the time fixed for payment of debt his dues from hi 
debtor. If the latter complied, the principal advanced would bk 
received and the debt discharged. But if the debtor was unable 
to pay, ‘easing time’ was granted to him on consideration of 
an additional sum’’. 

‘“‘Pagan Arabs advanced loans fora fixed time. When that 
time lapsed, the creditor demanded repayment of his dues of 
interest thereon from his debtor. If the debtor was unable to 
pay, the amount of the loan would then be doubled”. 

The following examples from the time of the Holy Propiel 
may help to clarify the meaning of ‘Riba’ Nasia (interest i 
money transactions) : 


1. Dr. Yusuf-ud-Din, op., cit. p. 391. 
2. Shorter Encyclopaedia of Islam, London, 1953, p. 47! 
3. Anwar Iqbal Qureshi, Islam and the Theory eflntecea p. 65. 


;and if the debtor was unable ; 
repay it, the former would extend the period of Payment on the 
condition that the latter would pay a certain additional sum o 
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Meaning of ‘Riba’ 73 
(a) Abu Saleh said that he sold his cloth to the people of 

“Dar-un-Nakhla” on a promise to pay after a specified date. 

But later on, when he was going to Kufa, they asked him to 

reduce the sum fixed earlier and they would pay the money in 

cash now. He consulted Zaid Ibn Thabit about that but was 

refused permission to accept the offer for there was an element 

of ‘Riba’ in it.! 

(6) ‘Abdullah Ibn ‘Umar was asked about a person who had 
lent some money to another person for a specified period ; the 
borrower had requested the creditor to reduce the sum due and 
that he would repay it just then (i.e., before time), but ‘Abdullah 
disliked it and forbade not to accept the offer for there was 
doubt of the element of ‘Riba’ in it.! 

(c) According to Zaid Ibn Alsam, in the ancient Arabia, 
‘Riba’ was in this form: when a person owed some money to 
another person and the period of debt expired, the lender would 
demand his principal sum ; if the debtor expressed his inability 
to pay, the lender would then grant him an extension on the 
condition that he would pay in excess of the capital. The period 
was then extended with an increased debt (as a reward for 
extending the period of debt). Thus it was more or less a reward 
for waiting for a longer period to receive the principal back from 
the debtor and the sum which was charged over and above the 
capital lent was called ‘Riba’ (or interest).* 

(qd) Imam Malik says that there is complete agreement 
among the Muslim jurists (and economists) regarding the pro- 
hibition of all credit transactions, where some one gives a loan 
to another person for a fixed period but the borrower repays (or 
promises to repay) the sum due before the specified date when 
the creditor reduces the time of loan due ; or when the creditor, 
increases the time of repayment after the expiry of the period of 
loan and the debtor (promises) to increase the amount of his 
debt by a fixed additional sum. According to Imam Malik, 
it is pure interest and there is no doubt about it.’ 


Imam Malik further says that if a certain person owes 100 


Se 


1. Imam Malik, Muatta. 
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dinars to another person and the time of repayment has expireg ginars after a certain specified period. The nature of both the 
bargains is almost identical ; the difference is inform only. In 


and the debtor requests the creditor to sell to him somethigo 
worth 100 dinars for 150 dinars for a specified period. This sak the first case more cereals are paid in exchange for less and in 


oe 


is not valid and the jurists have always. forbidden it for th 
creditor has received the price of 100 dinars for his commodity 
and has increased the period of repayment of the debt of 100 
dinars for 50 dinars which is similar to ‘Riba’.! 

Commenting on ‘Riba’, Imam Razij says, ‘‘The creditor who 
has loaned out a certain amount to another person for a stated 
time, goes to his debtor when the time for repayment arrives, If 
the debtor has no money for -repayment of his debt, he requests 
for an extension in the time of payment on certain addition, 
The creditor agrees. This js'strictly forbidden in Islam.’”? 

‘‘In Pagan times, if a debtor owed 100 dinars to his creditor 
and the former had no means to repay the debt at the expiry of 
the stated time, the creditor stipulated certain increase or addl- 

tion in his principal, on the consideration of which he would 
agree to extend the time of payment. This is not allowed in 
Islam’’.2 
In all a these exmples quoted above, an element of ‘Riba’ 
(called ‘Riba Nasia’ or interest on debt) existed and therefore 
they were strictly forbidden in Islam. 


(ii) Interest in Barter ‘Riba al-Fadl’ 


‘Riba al-Fadl’ is the excess over and above the loan paid in 
kind ; it lies in the payment of an addition by the debtor to the 
creditor in the exchange of commodities of the same kind ie, 
wheat for wheat or barley for barley or grapes for grapes ete, 

Barter transactions were yery common in Arabia, like 
many other countries, in those days. People used to exchange 
goods for goods ; it was acommon_ practice among the poor to 
borrow a certain quantity of cereals from the rich, in the village 
or town, with a promise to pay more after a certain specified 
time. This is quite similar.to the case referred to above, where 
a man borrows 100 dinars with a promise to pay 150 or 200 


]. Imam Malik, Muatta. 
2 Auwar Igba] Qureshi, op. cit., pp. 66-67 


the second more money is paid. All such bargains contain an 


element of ‘Riba’. oper 
The Holy Prophet, therefore, did not confine the application 


of ‘Riba’ to credit transactions in money only, but to cover all 
other forms of of barter sales (or purchases) of commodities as 


shown in the following Hadith : 

(1) ‘Umar reported that the Holy Prophet said: ‘‘To sell 
wheat for wheat, barley for barley, dates for dates is ‘Riba’ except 
when sold from hand to hand (i.e., transaction is completed on 
the spot)”. 

(2) According to Abu Saeed Khudri, the Holy Prophet 
said, “Sell not two ‘saa’ (measure) of dates for one ‘saa’ nor 
exchange two dirhams for one dirham (for it is ‘Riba’)’’.! 

(3) It is related by Abu Bakr that the Holy Prophet said, 
“Sell not gold for gold and silver for silver but in equal 
quantity ; but sell gold for silver or silver for gold as you 
please’! 

(4) It is reported by Abu Saeed Khudri that the Holy 
Prophet said, ‘Sell not gold for gold and silver for silver but in 
equal quantity nor sell anything for the same thing in lesser 
quantity, nor sell anything present for that which is absent.’ 

(5) It is related by Abu Huraira that the Holy Prophet 
said, “Sell one dinar in exchange for one dinar and one dirham 
in exchange for one dirham and not for more’’.? 

(6) ‘Uthman reported that the Holy Prophet said, ‘‘Sell not 
one dinar for two dinars, nor one dirham for two dirhams’’.2 

(7) It is reported by ‘Ubadah Ibn Samit that the Holy 
Prophet said, ‘Exchange gold for gold, silver for silver, wheat 
for wheat, barley for barley, dates for dates, salt for salt, like for 
like, in equal quantity and hand to hand (i.e., on the spot). But 
if there is difference in kind, then sell them as you please, hand 


1, Bukhari. 
2. Mautta, Op. cit. 
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ynequal quantities, on credit or cash, contains an element oO 

to hand (but not on credit)”. ‘Biba’. For example there is an element of ‘Riba’ in the 


the exchange of an ounce of gold for one and a half ounce of gold. 
Holy Prophet appointed a person as Governor of Khaiber. He (b) Exchange of things, of the same kind but different in ot eiors 
brought superior quality dates to the Holy Prophet, who said. in unequal quantities, on credit, contains an element of ‘Riba’. 


**"Doez Khaiber produce similar dates throughout the land ?” He But such an exchange is free of ‘Riba’ when completed hand to 
replied, ‘*No. 


(8) Abu Said Khuddri relates from Abu Huraira that 


By God, we purchased one ‘saa’ of this variet 


hand (i.e., on the spot). 
of dates in exchange for two ‘saa’ of another variety.”” The Hols (c) Exchange of things, of the same value but different in kind, 
Prophet said, *‘Do not do so (again) ; you should first sell these in unequal quantities, on credit, contains an element of ‘Riba’ ; 
dates at the market rate for money and then purchase superior but when the deal is completed hand to hand, it is free of ‘Riba’. 
quality dates”.? For example, ifone ounce of gold is equal in value to one 
(9) Abu Said says that one day Bilal came to the Hol; pound of silver, then hand to hand deal will be permissible but 

Prophet with green variety of dates. The Holy Prophet enquired, this transaction will not be permitted on credit because of the 
‘“Where from did you bring this ?’’ Bilal replied, ‘““We had dates element of ‘Riba’. 
of inferior quality ; we therefore gave two ‘saa’ of that qualityin Q  (@) Exchange of things, which differ both in kind and value, 
exchange for one ‘saa’ of this (superior) quality with the obj 


+ 
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Of presenting to the noble Prophet”. On hearing this the Holy 
Prophet exclaimed, ‘‘A Wa A Wa (expression of c 
This is clear interest. Do not do so (again), rather 


in unequal quantities, on credit as well as hand to hand, is free 


of ‘Riba’ and, therefore, permissible. For example, salt and wheat 
may be exchanged, hand to hand or on credit, in any quantities 


when you agreed upon between the parties. 
wish to acquire dates of superior quality, first sel] the dates of (e) If the mixture of some things changes their kind and value, 
inferior variety for money, and then purchase dates of superior exchange in unequal quantities both on credit and hand to hand 
quality’’.2 is free of ‘Riba’ and therefore, permissible. For example, any 
To sum up, element of ‘Riba’ (interest) lies in exchange of ornament of gold in exchange for gold or wheat in exchange for 
commodities of the same kind in varying quantities. 


wheat flour, 
These sayings of the Holy Prophet bear evidence to the 


that an element of ‘Riba’ is found not only in money transac- 
tions but also in all forms of barter transactions in 


persOn receives an excess over and 
exchanged. 


(f) Under money economy, where prices are determined in 
terms of the standard coin of the country, exchange of the same 
thing in unequal quantities, both on credit and hand to hand, 
is free of ‘Riba’ and therefore, permissible. For instance, one 
grade of wheat is sold at 10 pounds per dollar, while another 
prade is sold at 15 pounds per dollar. These two grades of 
wheat, in spite of the sameness of the kind, may be exchanged in 
unequal quantities without any fear of ‘Riba’ because the trans- 
action is made in terms of the price of wheat, not by its kind or 
weight. 

The Muslim jurists, after studying these sayings of the Holy 
Prophet, concluded that the statement of the Holy Prophet was 
merely explanatory and, therefore, all those commodities which 


which one 
above the commodits 


The following principles for determining the existence of 
‘Riba’ in credit or barter transactions 
above sayings of the Holy Prophet :° 


(a) Exchange of things, of thesame kind and same yalue, in 


—— 


can be derived from the 


1. Muatta, Op. cit. 


2. Bukhari, quoted by Anwar Iqbal Qureshi, Islam and the Theory of 
Interest, pp. 71-72. 


3, Interest, Op. cit. Vol. I, pp. 43-45 


At 


| oie a r - T. 7 < ~ = 
8 eg See be. ae a 

: iy ep re SES OE Ee 

- a . 4 bw — —_— — ~ == ro =a = 

vr" ment DG PP ii a ey Laidded a "jd daa * a. 

2222 = . zr ~~ FE rn are _ _ aon 


elm. - : - : rs ~*~. ~ PW 624 44 rer (se ~ oT tan hem a “— . — i 3 _—— : 
SeETEEERK LLL 3235 ; : DprA ESF D Vega ee eet e add ddd aan ne 
= 22222 a R397 t= z ~ pine mal SEE eg Key ie oo ee 7a sts > 
— ae 7 = ~ — - . SS -. _ J SAG As eee so ..” ”h—lUrM ee _ = 
~~ a sS ; 


ee i 


_ 
=< 

on = = 
—— _ = -_ ~= - 


_ 


ee Se 


le ee ee eee ee 
en Ae ee et ge gt gt 7 
=, > a 


: Meaning of ‘Riba’ 77 
76 Economic Doctrines of Islay 7 
; ynequal quantities, on credit or cash, contains an element of 


to hand (but not on credit)’. ‘Biba’. For example there is an element of ‘Riba’ in the 


(8) Abu Said Khuddri relates from Abu Huraira that th exchange of an ounce of gold for one and a half ounce of gold. 
Holy Prophet appointed a person as Governor of Khaiber, }j (b) Exchange of things, of the same kind but different in value, 
brought superior quality dates to the Holy Prophet, who sai in unequal quantities, on credit, Contains an element of ‘Riba’. 
“‘Doez Khaiber produce similar dates throughout the land ?” H But such an exchange is free of ‘Riba’ when completed hand to 
replied, ‘‘No. By God, we purchased one ‘saa’ of this variety hand (i.e., on the spot). 


of dates in exchange for two ‘saa’ of another variety.” The Holy 
Prophet said, ‘‘Do not do so (again) ; you should first sell these 
dates at the market rate for money and then purchase superioy 
quality dates’’.? 


(c) Exchange of things, of the same value but different in kind, 
in Unequal quantities, on credit, contains an element of ‘Riba’ ; 
but when the deal is completed hand to hand, it is free of ‘Riba’. 
For example, if one ounce of gold is equal in value to one 
og oo) ha! came to the Hol pound of silver, then hand to hand deal will be permissible but 
Prophet with greem variety of dates. lhe Moly Prophet enquired, this transaction will not be permitted on credit because of the 
‘‘Where from did you bring this ?’’ Bilal replied, ‘‘We had dates element of ‘Riba’. 
of inferior quality ; we therefore gave two ‘saa’ of that qualityin | (d) Exchange of things, which differ both in kind and value, 
exchange for one ‘saa’ of this (superior) quality with the object in unequal quantities, on credit as well as hand to hand, is free 
of presenting to the noble Prophet”. On hearing this the Hol of ‘Riba’ and, therefore, permissible. For example, salt and wheat 


Prophet exclaimed, ‘‘A Wa A Wa (expression of condemnation), may be exchanged, hand to hand or on credit, in any quantities 
This is clear interest. Do not do so (again), rather when you agreed upon between the parties. 


wish to acquire dates of superior quality, first sell the dates of (e) If the mixture of some things changes their kind and value, 
inferior variety for money, and then purchase dates of superior exchange in unequal quantities both on credit and hand to hand 
quality’’.2 


is free of ‘Riba’ and therefore, permissible. For example, any 
ornament of gold in exchange for gold or wheat in exchange for 
wheat flour, 

(f) Under money economy, where prices are determined in 
terms of the standard coin of the country, exchange of the same 
thing in unequal quantities, both on credit and hand to hand, 
is free of ‘Riba’ and therefore, permissible. For instance, one 
grade of wheat is sold at 10 pounds per dollar, while another 
grade is sold at 15 pounds per dollar. These two grades of 
wheat, in spite of the sameness of the kind, may be exchanged in 
unequal quantities without any fear of ‘Riba’ because the trans- 
action is made in terms Of the price of wheat, not by its kind or 


To sum up, element of ‘Riba’ (interest) lies in exchange of 

commodities of the same kind in varying quantities. 

These sayings of the Holy Prophet bear evidence to the fact 
that an element of ‘Riba’ is found not only in money transac- 
tions but also in all forms of barter tfansactions in which one 
person receives an excess over and above the commodity 
exchanged. 

The following principles for determining the existence of 
‘Riba’ in credit or barter transactions can be derived from the 
above sayings of the Holy Prophet :3 


(a) Exchange of things, of thesame kind and same value, in 


— — ———— weight. 
| 1. Muatta, op. cit. The Muslim jurists, after studying these sayings of the Holy 
i 2. Bukhari, quoted by Anwar Iqbal Qureshi, Islam and the Theory of Prophet, concluded that the statement of the Holy Prophet was 


. Interest, pp. 71-72. 


merely explanatory and, therefore, all those commodities which 
a 3, Interest, Op. cit, Vol. I, pp. 43-45 i 
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7 
Meaning of ‘Riba’ 9 
possessed the characteristics of the commodities mentioned}, 


and hence the validity of any business transaction so that no 
the Holy Prophet (i.e., gold, silver, dates, wheat, barley and 


injustice is done to any party. All such bargains, whether 
salt) should also be covered by the regulations, governing ‘Riby involving money matters, or barter transactions, hand to hand 
transactions, both hand to hand as well ascredit. ‘But they or on credit, in which there is probability of excess over and 


differed from one another in their lists of these things. Accord. 
ing to Malikis and Shafi‘is gold and silver represent the clap; 
of precious metals (which are used as media of exchange 
whether gold.or silver or any other thing) and the four othe 
things (wheat, barley, dates and salt) the class of foodstuff: 
the latter, in the Maliki’s view, include actual eatables so far a 
they are preserved ; according to the older view of al-Shafi‘ 
provisions which are sold by weight and measure ; according to 
his later view, which is also that of his school, foodstuffs without 
any qualifications”’. 
1**According to Hanafis and Zaidis (also Al-Awzai) gold 
and silver represent examples of the class of things defined by 
weight (Mawzun) and other four things those sold by measure 
(Makil). The teachings of the Hambalis correspond to that of 
the Hanafis ; as regards the four kinds : two further opinions of 
Ahmad bin Hambal are handed down which correspond to the 
two views held by Al-Shafi‘1’’. 


above the principal loan or commodity, are said to contain an 
element of ‘Riba’ and are, therefore, not permissible in a Muslim 
community. 

There are many (the so-called Modern) Muslims, who are 
ignorant of the fundamental teachings of Islam but are greatly 
influenced by the Western education and culture. They are 
deeply impressed by the industrial and banking development of 
the European countries and are beginning to criticise some of the 
cardinal principles of Islam without even knowing them. 

The doctrine of interest, as referred to by the word ‘Riba’ 
in the Holy Qur'an, is one of those subjects, which have been 
misunderstood or deliberately misinterpreted and wrongly 
criticised by some modern Muslims who may have never read 
the Holy Quran in their life. The following passage isa very 
appropriate answer to their misinterpretation of ‘Riba’. | 

“If people had not indulged in wishful interpretation 

of these verses of the Holy Qur’an (regarding ‘Riba’), 
(iii) Conclading Remarks on’*Riba’ it should have been unnecessary for us to consider 
further what is that exceess, unsury or interest, which 
the Qur’an so forcefully prohibits. But, unfortunately, 
people have too often let their fancy play a leading part 
in the interpretation of the verses. It has been par- 
ticularly so since the advent of the industrial revolu- 
tion when capital came to play a leading role in the 
industrial and commercial fields. Intellgent Musalmans 
in the nineteenth century saw on the one side the long 
Strides that the West, helped by its banking structure, 
was taking in the domains of industry and commerce, 
and on the other, the ignorant and lethargy Musalmans 
dragging them rung by rung down the ladder of pros- 
perity. They saw that banks were an indispensable 
equipment in the industrial and commercial mechanism. 
| |. Shorter Encyclopaedia of Islam, op. cit., p. 472. Musalmans could not advange without commerce and 


“The prohibition of ‘Riba’ plays a considerable part in the 
system of Muhammadan Law. The structure of the greater part 
of the law of contract is explained by the endeavour to enforce 
prohibition of ‘Riba’ and ‘Maisir’ (i.e., risk). 

‘Riba’ in a loan exists not only when one insists upon the 
repayment of a larger quantity but if any advantage at all is 
demanded. Therefore even exchange ‘suftadja’ is sometimes 
disapproved (as by Hanafia), sometimes actually forbidden (as 

by Shafi‘is) because the vendor, who is regarded as the creditor 
reaps the advantage of avoiding cost of transport.’’! 
This long discussion about ‘Riba’ shows very clearly how 
great care has been taken to determine the element of ‘Riba’ 
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industry. Commerce and industry could not advance 


Meaning of ‘Riba’ | $1 


without banking. Therefore Musalmans shou!d no gentlemen remarked that, “the definition I would accept 
longer shun interest, the basis of banking, But what would be : undue profit made, not in the way of legiti- 
about the Qur’an which prohibits interest ? It was with mate trade, out of loans of gold and silver, and necessary 
this line of argument that (some well-known) men (of articles of food, such as wheat, barley dates and salt 
learning) approached the Qur’an. They, therefore, trans- (according to the list mentioned by the Holy Prophet 
lated the word ‘Riba’ as usury and proceeded (without himself). My definition would include profiteering of 


fully realising the economic and social Significance of all kinds, but exclude economic credit, the creature of 
the word ‘Riba’) to differentiate it from interest. Usury, modern banking and finance”. 


they said, refers to the primitive form of money-lending “It is surprising that most of these ‘moderns’ 
when money was advanced for  consumptional 


z would blindly accept anything that comes from the 
purposes”. ‘West’ without any argument : but would criticise every 
little thing that is presented to them in the name of 
Islam. This criticism is not based on any genuine 
desire, on their part, to understand the problem under 


“But they forgot several things which repudiate 
their argument. Even in the days of the Prophet the 
Jews of Medina advanced money not only for consump. 
tional purposes but also for trade. Similarly, modern discussion but merely to ridicule it.” 
banks advance money not only for productive purposes ach = rave” 
but also for consumptional purposes. In fact, the R 2npnourable coe of ‘Riba BOTS sto be such 
essential ‘difference between the loan transactions of : modern Wathout ats understanding the meaning 
the Jews of Medina and modern banking is one of of ‘Riba and its historical usage, he has taken great 
degree and development, not of kind. The most impor- pains to give a new Meaning to the term. Itis indeed 


tant thing is that this bearing of banking on commerce SOrrect that all-embracing word ‘Riba’ is capable of 
was known to the Arabs even during the Prophet's including profiteering. But why should the learned 
days”’.! translator consider interest-bearing loans of gold and 


silver objectional and bless currency loans *‘the creature 
of modern banking and finance’, passes one’s compre- 
hension. What difference is there, moral or technical, 
between a gold loan and a currency loan? Before the 
institution of paper money, gold, at first unminted and 


‘“‘So far as the alleged difference between usury and 
interest is concerned, there is nothing in the verses 
of the Qur’an to justify it. As already pointed out, the 


word in the original is ‘Riba’ which means excess or 
addition and therefore it covers both interest and 


l, 


usury.”’ 


“There are people who would not like to change 
their own views but would change the meaning of the 
verses Of the Holy Qur’an to suit their own whims. 
And, as such, they would accept that definition of ‘Riba’ 
which would fit in their modern views. One of such 


-_—_—— 


Shaikh Mahmud Ahmad, Economics of Islam, pp. 20-24, 


later on minted, was the medium of exchange and the 

measure and Store of value. The same important func- 

tions are now performed by paper money backed by 
bank or state credit plus a certain percentage of paper 
money kept as gold reserve. In the primitive days, 
loans were advanced in the form of precious metals or 
coins made therefrom ; now loans are advanced in the 
form of cheques or notes. The Qur’an is not concerned 


1. Economics of Islam, op. cit., pp. 20-24, 
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Meaning of ‘Riba’ e 


industry. Commerce and industry could not advance 


without banking. Therefore Musalmans should no gentlemen remarked that, ‘“‘the definition I would accept 
longer shun ree the basis of banking. But what would be : undue profit made, not in the way of legiti- 
about the Qur’an which prohiblts interest ? It was with mate trade, out of loans of gold and silver, and necessary 
this line of argument that (some well-known) men (of articles of food, such as wheat, barley dates and salt 
learning) approached the Qur’an. They, therefore, trans. (according to the list mentioned by the Holy Prophet 
lated the word ‘Riba’ as usury and proceeded (without himself). My definition would include profiteering of 


fully realising the economic and social significance : ; 
ee rd es to diff ‘ & significance of all kinds, but exclude economic credit, the creature of 
O O alimerentia - ; 
ee crest. Usury, modern banking and finance”. 


they said, refers to the primitive form of money-lending 


whentianoney awasladvanced for  consumptional “Tt is surprising that most of these ‘moderns’ 
purposes”’.! would blindly accept anything that comes from the 
‘‘But they forgot several things which repudiate ‘West’ without any argument ; but would criticise every 
their argument. Even in the days of the Prophet the little thing that is presented to them in the name of 
Jews of Medina advanced money not only for consump- Islam. This criticism is not based on any genuine 
tional purposes but also for trade. Similarly, modern desire, on their part, to understand the problem under 
banks advance money not only for productive purposes discussion but merely to ridicule it.”” 
but also for consumptional purposes. In fact, the *“The honourable critic of ‘Riba’ seems to be such 
essential difference between the loan transactions of a ‘modern’, Without quite understanding the meaning 
the Jews of Medina and modern banking is one of of ‘Riba’ and its historical usage, he has taken great 
degree and development, not of kind. The most impor- pains to give a new meaning to the term. It is indeed 
tant thing is that this bearing of banking on commerce correct that all-embracing word ‘Riba’ is capable of 
was known to the Arabs even during the Prophet's including profiteering. But why should the learned 
days’’.! translator consider interest-bearing loans of gold and 
“So far as the alleged difference between usury and Silver objectional and bless currency loans “‘the creature 
interest is concerned, there is nothing in the verses of modern banking and finance”, passes one’s compre- 
of the Qur’an to justify it. As already pointed out, the hension. What difference is there, moral or technical, 
word in the original is ‘Riba’ which means excess or between a gold loan and a currency loan? Before the 
addition and therefore it covers both interest and institution of paper money, gold, at first unminted and 
usury.”’ later on minted, was the medium of exchange and the 
“There are people who would not like to change measure and store of value. The same important func- 
their own views but would change the meaning of the HOpsiate Dow performed by paper money backed by 
verses of the Holy Qur’an to suit their own whims. bank or state credit plus a certain percentage of paper 
And, as such, they would accept that definition of ‘Riba’ | money kept as gold reserve. In the primitive days, 
which would fit in their modern views. One of such loans were advanced in the form of precious metals or 
ae coins made therefrom ; now loans are advanced in the 
| |, Shaikh Mahmud Ahmad, Economics of Islam, pp. 20-24, form of cheques or notes. The Qur’an is not concerned 
Te) 1. Economics of Islam, op. cit., pp. 20-24, 


’ —2 2 
-- ee = el : = wt hod ee Ee 
> be rd al  _ axel a oe 
— BEE Rx x; =. ved 3d See Bose 44 
~~ 7 viet tS - 3 
- 
= 


hd ih. m = ty *.-= 
- . Pe 
ee PIS Span et TPs Vy 
- - = a eee Pe pa kar 


a. = 
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with the shape of our loans. It is concerned Only with 
the ‘‘excess’’—callit interest or usury or what you like— 
that we may charge or pay for the use of a loan, Jf 
we do not abstain, we are free to ‘take notice of war 
from God and His Apostle.”’ 


“*It is, indeed, the same old habit of teaching the 
Qur’an a little economics. They have presumed that 
God knew a little more of it. What they should have 
said was : Of course, the Qur’an prohibits a]! forms of 
interest, but the Qur’an is an obsolete book incapable 
of satisfying modern requirements. That would have 
been a more straightforward statement. If they said 
that, one could have referred them to the man who 
understood Money and Interest more than anyone else 
in this century”. This is what Lord Keynes writes : 


“‘There remains an allied, but distinct, matter, 
where, for centuries, indeed for several millenniums 
enlightened opinion held for certain and obvious a 
doctrine which the Classical School has repudiated as 
childish, but which deserves rehabilitation and honour, 
I mean the doctrine that the rate of interest is not self- 
adjusting at a level best suited to the social advantage 
but certainly tends to rise too high, so that a wise 
Government is concerned to curb it by statute and 


custom and even by invoking the sanctions of the moral 
law’’,? 


(iv) ‘Riba’ and Usury 
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Meaning of ‘Riba’ 83. 


It will be interesting to study the meaning of usury as given 
by the Oxford Dictionary. It defines usury in these words : 
“Practice of lending money at exorbitant rates of interest 
especially at higher interest than is allowed by law’’. According 
to this definition any “‘excessive rate especially above the rate 
fixed by the Government is a usurious rate of interest. In this 
respect the lead given by Islam is most clear and enlightening © 
and puts all sorts of manoeuvring of money-lenders to an 
absolute end. Islam has fixed a zero rate of interest (as its legal 
rate) and any rate above the zero rate is a usurious rate of 
interest’! ina Muslim community. 


(a) Usury Condemned by All 


It may be said, without any fear of contradiction, that 
prohibition of ‘Riba’ applies to interest as understood by the 
common man. It is this simple interest (including banking 
interest) which is condemned and forbidden by Islam. As for 
usury, Which is the worst form of interest, it has been condemned 
unanimously by all religious and well-known philosophers in all 
ages. Even the Jews, who Sanctioned interest, prohibited usury. 
The Christian Fathers declared usury as immoral. The ecclesi- 
astical ban on usury continued until the end of the Middle Ages 
so that, as late as the 13th century, the St. Thomas Aquinas 
was able to say: ‘To take usury for money lent is unjust in 
itself, because this is to sell what does not exist”. 

Antoninius of Florence condemned usury in these words : 
“Money is not profitable itself alone, but it may become pro- 
fitable through its employment by merchants’’. Therefore he 
condemned any gain inthe form of a usurious rate from such 


It is needless to waste time in defining interest and usury 
because both the words are inter-changeable and are used for 
the addition or excess paid (or received) over and above the 
loan capital. ISLAM, without making any distinction between 
interest and usury, prohibits ‘Riba’ which is a very wide term 
and is inclusive of both interest and usury. Thus the present 
day banking interest comes within the definition of ‘Riba’, 


unprofitable money. A number of scholastic writers developed 
this line of reasoning and condemned usury. 

The hero of the ancient world, who led the attack on usury, 
was Aristotle. He was foremost in condemning usury. In his 
words :2 “Of the two sorts of money-making one, as 1 have just 


1, Islam and Theory of Interest, op. cit., p. 139, 


1. Keynes, General Theory, op. cit. 2. Aristotle, Politics, pp. 23 and 111, 
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Economic Doctrines of Islay 
said, is a part of household management, the other is retail traq, 
the former necessary and honourable, the latter a kind of ” 
change which is justly censured ; for it is un-natural, ang, 
mode by which men gain from one another. The most hated r 
and with the greatest reason, is usury, which makes a gain o 
of money itself, and not from the natural use of it. For mote 
was intended to be used in exchange, but not to increase 4 
interest. And this term usury, which means the birth of money 
is applied to the breeding of money, because the offspriy 
resembles the parent. Wherefore of all modes of making mone 
this is the most un-natural’’. 

Many economists, who ordinarily justified interest strong) 
objected to usury. All the mercantilists emphasised the uy. 
fulness of low rate Of interest and attacked high interest rats 
(usury).2 Sir William Petty supported the low interest ra 
but condemned usury. Sir Josiah Child also favoured low rate 
of interest but condemned usury.* Sir Thomas Culpepper 
stated that high rate of interest made people grow lazy in ther 
profession and become usurers.3 He also argued that low rat 
of interest would enable improvements in agriculture and there); 
revive our dying manufacture. Hume, after stating the well 
accepted doctrine of his age that a ‘‘low rate of interest was th 
surest sign of the flourishing state of a country’s trade”’, rejectei 
the idea of a usurious rate of interest. 


(5) Interest and Usury Inter-Changeable 


A study of the historical development of the concept 
interest shows that even in olden times interest as well as usuy 
was regarded by most of the canonists, philosophers and econo 
mists as a charge over and above the loan capital and the two 
terms were often inter-changeable. A cursory glance at th 
writings of those people will show that the two terms are inter 

changeable and easily shade into one another. 


FE. Roll, A History of Economic Theory, p. 98. 
Ibid p. 108. 
G. Cassel, Nature and Necessity of Interest, p. 10, 


1. 
2. 
3. 

4. E. Roll, op. cit. p. 119-120. 
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For instance, a well-known canonist, Cozelez Tellez writes : 
«So then, as money breeds no money, it is contrary to nature 
to take anything beyond the sum lent, and it may with more 
propriety be said that it is taken from industry than from money, 
for money certainly does not breed, as Aristotle has related. 
The goods loaned pass over into the property of the debtor. 
Therefore the use of the goods for which the lender collects 
interest (i.e., usury) is the use of another person’s goods, and 
from that the lender cannot draw a gain without injustice. For 
the creditor who gains from a thing belonging to another 
person enriches himself at the expense of another’’.1 

Vaconius Vacuna is more Outspoken in his concluding 
remarks about usury: ‘‘Therefore he who gets fruit from that 
money, whether it be pieces of money or anything else, gets it 
from a thing which does not belong to him, and it is therefore 
just as if he were to steal it’’. 

Thomas Aquinas contends that 2‘‘there are certain things 
the use of which consists in the consumption of the articles 
themselves, such as grain and grapes etc. On that account the 
use of these things cannot be separated from the article them- 
selves, and if the use is to be transferred, the article itself must 
necessarily be transferred with it: Therefore, when an article 
of this sort is lent, the title to it will always be transferred as 
well. Now it would be patently unjust if a man should seli 
grain, and yet, as a separate thing, sell the use of grain, too. 
In so doing, he would either be selling the same article twice or 
he would be selling something which does not exist. Exactly in 
the same way it is unjust for a man to lend things of this sort at 
interest. Here also he is asking two prices for an article ; he 
is demanding that it be replaced by a similar article and he is 
also asking a price for the use of the article. That we call 
interest or usury. Since the use of money, too, consists in 
consuming or spending it, it is inadvisable in itself, on the same 
grounds, to ask a price for the use of money (whether for con- 
Sumption or production purposes)”. 


1, Boehm Bawerk, The Positive Theory of Interest, p. 13, 
2, Ibid., p. 14. 
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son of Henry 
Thomas Aquinas further argues that ‘“‘interest is 4, = ee syria oie i to 10%, was 

| rest is to) WUT anything over 10% was regarded usury but under 10% 
regarded as the hypothetical and underhand price asked for, considered a fair rate of interest. While in 1624, 10% was 
possession common to all, namely, time. The USUTETS Clay ded a usurious rate and 8°, was afair rate ; by 1651, 8%, 
that time is recognised as the equivalent for whlch they reg aged ate and 6°). a fair rate: ond under Queen 
the surplus income which is interest. Thus they sell time wig hea Soe : 


. © as 
i Anne over 5% was regarded a usurious rate whereas 5°/o W 
belongs to the borrower just aS much a ; » leall : : 

2 + ¥ ; 5 ms Sit does’ to. the len considered a fair rate of interest 

and all men’’.! 


. lam, therefore, makes no distinction between interest and 
All these writers have not only condemned but mat; : 


— usury and condemns both by the name ‘Riba’. 
explicitly clear that interest and usury are, in fact, words wy re : 
to convey the same meaning ; they are interchangeable words ay 


(d) Reasonable Rate of Interest 
easily shade into another. 


According to them, any amoyg 2In spite of the absurdity of the various theories of 
charged over and above the original loan capital is called usuy interest, this institution is well established in the Western capi- 
or interest, and is unjust. talist system and the whole problem now revolves round the 
point that the rate of interest should be reasonable. No one ever 
touches the real problem whether interest is in itself a just and 
equitable institution 2? The only thing the economists and other 
writers point out is whether a certain rate of interest is reason- 
able and therefore acceptable ; or unreasonable and therefore 
unacceptable. 

’ We ignore for the time being the basic problem how the 
institution of interest, which in itself cannot and has not been 
proved just and reasonable, can have a reasonable and equitable 
tate ? Leaving aside the real issue, we confine our attention to 
the problem whether there is any reasonable rate of interest ? 
What is that rate of interest which can be called natural and 
reasonable ? And what is the standard for judging one rate as 
reasonable and another as unreasonable ? Besides, is the actual 


rate of interest in the world determined according to some 
rational principles ? 


(c) Fair rate of Interest 


It is evident from the above discussion that the exorbitay 
interest rates have been condemned by all religious leaden 
philosophers and even economists of all countries throughoy 
the history of mankind. There seems to be complete agreeme 


among the canonists, philosophers and the economists thy 
higher interest rates are unjust. 


Even, if, for the sake of argument, we agree to the view 
expressed by the latter group of writers that usury refers t 
exorbitant rate while interest to ordinary low rate charged y 
the banks and the capitalists, now the question arises what isa 
usurious rate and what is interest ? How to distinguish betwee 
a usurious rate and an ordinary fair rate of interest? Itis vey 
hard to tell that particular interest is usurious and the other isa 
fair rate. Besides, what is considered a fair rate by one authority 
at one time may be considored a usuraus rate by the sam 


authority at another time or by another authority at the same tims, | 


When we analyse the first question we find that such a thing 
Thus it seems that the difference in the two terms is not of | as ‘‘a reasonable rate of interest” has never been found in the 
kind but of degree, which may easily change: in course of tim world. Different rates of interest have beentermed as reason- 
(or place) ; for what is considered usury today may be regarded | able at different times ; and the same rates have been afterwards 
; a reasonable rate of interest tomorrow and similarly whatis | declared as unreasonable at another place at the same time. 
_SOnsiicrediaiieas Ona Ule rate of interest today may be regarded fem ariahal on oitcns A: 
1, B. Bawerk, op. cit., p. 13. 


3. Maulann Maudoodi, Interest, Vol. I and IL, , 
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Thomas Aquinas further argues that “interest js to 
regarded as the hypothetical and underhand price asked fy 
possession common to all, namely, time. The usurers cj, 
that time is recognised as the equivalent for whlch they recy 
the surplus income which is interest. Thus they sell time Whig 


belongs to the borrower just as much as it does to the lent. 
and all men’’.! 


All these writers have not only condemned but mate; 
explicitly clear that interest and usury are, in fact, words us 
to convey the same meaning ; they are interchangeable words ay 


easily shade into another. According to them, any amoy 


charged over and above the original loan capital is called usuy 
or interest, and is unjust. 


(c) Fair rate of Interest 


It is evident from the above discussion that the exorbitay 
interest rates have been condemned by all religious leaden 
philosophers and even economists of all countries throughoy 
the history of mankind. There seems to be complete agreemen 
among the canonists, philosophers and the economists thi 
higher interest rates are unjust. 

Even, if, for the sake of argument, we agree to the view 
expressed by the latter group of writers that usury relers\ 
exorbitant rate while interest to ordinary low rate charged 
the banks and the capitalists, now the question arises what is: 
usurious rate and what is interest ? How to distinguish betwee 
a usurious rate and an ordinary fair rate of interest? Itis vey 
hard to tell that particular interest is usurious and the other is: 
fair rate. Besides, what is considered a fair rate by one authority 
at one time may be considored a usuraus rate by the sam 


authority at another time or by another authority at the same time 


| 
Thus it seems that the difference in the two terms is not off 


kind but of degree, which may easily change: in course of tim | 
(or place) ; for what is considered usury today may be regarded | 
a reasonable rate of interest tomorrow and similarly whatis | 


considered a reasonable rate of interest today may be regarded 
|, B, Bawerk, op. cit., p. 13. 
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4s a usurious rate tomorrow. During the reign Of Henry 

VIII anything over 10°, was regarded usury but under 10°, was 

considered a fair rate of interest. While in 1624, 10% was 
regarded a usurious rate and 8% was afair rate; by 1651, 8% 
became a usurious rate and 6% a fair rate; and under Queen 
Anne over 5% was regarded a usurious rate whereas 5°, was 
considered a fair rate of interest. " 


Islam, therefore, makes no distinction between interest and 
usury and condemns both by the name ‘Riba’. 


(d) Reasonable Rate of Interest 


2In spite of the absurdity of the various theories of 
interest, this institution is well established in the Western capi- 
talist system and the whole problem now revolves round the 
point that the rate of interest should be reasonable. No one ever 
touches the real problem whether interest is in itself a just and 
equitable institution? The only thing the economists and other 
writers point out is whether a certain rate of interest is reason- 
able and therefore acceptable ; or unreasonable and therefore 
unacceptable. 

- We ignore for the time being the basic problem how the 
institution of interest, which in itself cannot and has not been 
proved just and reasonable, can have a reasonable and equitable 
rate ? Leaving aside the real issue, we confine our attention to 
the problem whether there is any reasonable rate of interest ? 
What is that rate of interest which can be called natural and 
reasonable ? And what is the standard for judging one rate as 
reasonable and another as unreasonable ? Besides, is the actual 
rate of interest in the world determined according to some 
rational principles ? — | 

When we analyse the first question we find that such a thing 
as ‘“‘a reasonable rate of interest” has never been found in the 
world. Different rates of interest have been termed as reason- 
able at different times ; and the same rates have been afterwards 
declared as unreasonable at another place at the same time. 


1. Anwar Iqbal, op. cit. p. 4. 4 
2. Maulann Maudoodi, Interest, Vol. I and II, 
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During the ancient Hindu period a rate between 15 to 60% 
was regarded quite reasonable and just'and could be raised * 
the risk involved was greater. During the 18th and 19th Cen. 
turies the usual] rate (which was considered reasonable) was 489 
During the World War II, Government obtained war loans at 
2%. which were quite reasonable at that time. 

The same trend was experienced in other countries of the 
world. A 10% rate of interest was regarded reasonable during 
the middle of 16th century in England but now everywhere this 
is considered as robbery not interest. Now the usual rate of 
interest is 24 or 3%, sometimes it comes down to } or } or 14, 

Which one of these rates is natural or reasonable? It is ver 
hard to tell. ) 
Can in fact there be a reasonable and natural rate of 
interest ? A little thought would have shown that a reasonable 
rate of interest could only be fixed if it were possible to judge 
the exact value of the remuneration that would have accrued to 
the borrower from the loan capital. For instance, if it could be 
fixed that £100 would bring a profit of £25in one year’s time, 
then it would have been possible to settle £5 or 2} or 1} as 
reasonable share of the creditor. But itis plain truth that the 
profit of the loan capital is neither fixed nor it can be fixed in 
this manner. Whether the borrower has gained anything or not 
is never taken into consideration in determining the market rate 
of interest ? In practice the market rate of interest is determined 
on entirely different grounds which have no relation whatsoever 
with reason Or justice, 


As for the last question ;: 1s the actual rate of interest in the 
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in the demand for money and fallin the supply of money, the 
rate of interest rises. 

Both the parties speculate about the future gains. The 
borrower estimates his probable gain from the borrowed money 
and decides the maximum interest rate he is prepared to pay to 
the money-lender but it must under no circumstances be higher 
than the rate of return on capital. Whereas the lender estimates 
the probable profits of the borrower and fixes the minimum 
‘nterest rate which he intends to charge on the borrowed capital. 


Thus both the lender as well as the borrower are speculating 

about the probable gains of the latter ; the lender always exag- 
gerates the investment gains, while the borrower is always 
cautious and also conscious of loss. There is a constant struggle 
instead of co-operation between the two groups. When the 
borrowers want to invest more funds in the hope of profit, the 
lenders begin to increase the price of their capital until it 
becomes unprofitable to invest at the higher rate. As a 
result, all investment is reduced and the economy is grad- 
ually reduced to condition of quasi-slump. As depression 
spreads the money lenders foresee their, own ruin and reduce the 
interest rate to encourage investment. This gradually leads the 
economy to quasi-boom conditions. The vicious circle continues 
to which there is no end. Thus the existing system of lending 
and borrowing On interest is, to a considerable extent, responsi- 
ble for the present economic ills of the capitalistic world. 


The second group favours the liquidity aspect of capital. 
When the capitalist wants to keep more liquid funds for his 


personal use, he raises the rate of interest, and vice versa. Multi- 
farious factors, such as his ;personal business and speculative 
motives which are influenced by personal, social, political and 
economic factors, affect the desire of the capitalist to keep 
more or less liquid funds, If they increase the desire for liquid 
funds, the rate of interest rises and checks the flow of capital 
into investment ; on the other hand, if the desire for liquid funds 
decreases, the rate of interest falls and pushes up the rate of 
investment, 


world determined according to some rational principles ? There 
are two opinions concerning the determination of the rate of 
interest in the money market. According to one opinion the 
rate of interest is determined by the supply and demand for 
money, If the demand for money is less and the supply of 
money is excessive, the rate of interest falls. When the fall in 
the rate of interest is considerable, many people come forward 
to borrow money for investment, Then gradually, with increase 
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A cursory glance at the funds held by the capitalist shows ae app = ea ibe apie 

that 95% of the liquid funds are used for speculative purposes (Bai) and interest (Riba) p 

He very miaoutely observes the financial difficulties of society and “Bai is a transaction in which the seller offers a 
then releases or withholds his funds from the money market for commodity for sale to the buyer for some consideration 
his personal gains. When he finds that the community needs as price, by paying which the buyer takes possession of 
. that commodity or bought it from another person. In 


funds for development or for meeting common danger in the 
form of famine, earth-quakes, war or similar other emergencies 


he increases the rate of interest by withholding funds and thereby 
makes profit at the cost of society. procuring the thing as compensation for his own labour 


In Islam, there is no place for social enemies and parasites which forms his profit’’.t 
and therefore it has prohibited the very institution which breeds “Now let us see what Riba is. A man lends capital 
such elements in society. to another on the condition that after a certain time 
(_v) Riba and Trade he would charge a fixed sum in addition to capital. 
Pagan Arabs did not distinguish between Riba and trade This additional amount, which is interest or Riba, is a 


and, in fact, considered the former as a form of trade. payment not for any labour or commodity but for the 
They argued that if a person purchased something (¢.g,,a time for which the principal has been borrowed. Even in 


either case he charges an additional sum over and 
above the principal that he invested in producing or 


piece of cloth) for two dinars and sold it for 2} dinars, it wasa Bai if the price of acommodity in changed or dependent 

fair dealing and quite lawful. Similarly, if a person advanced a on the condition that in the case Of nonpayment on the | 

loan of 2 dinars and got back 2} dinars from the borrower, it fixed date, it will be increased, this will mean interest 

should also be considered fair and lawful because both the or Riba’, 

transactions were made with mutual agreement. | “Riba, in essence, is thus an amount charged on 
The Holy Quran has removed this fallacy by declaring that thebarincinel Manet ker he uti dur; 

rely , : ee P pal as a consideration for the time during 
ade 1s noUlike Riba in Sura-Al-Bagara in the fo 5 which the priacipal is to be used, and it consists of three 
‘They say, trading is only like Riba, And God has elements, viz. addition to the principal, the rate of that 

allowed trading and forbidden Riba”, (2 : 275) addition according to time, and the payment of the 


additional amount being a condition of the bargain. All 


This verse of the Holy Quran has made it quite clear thal 
transactions involving these three elements come under 


trade and Riba are not the same thing. Capital invested in com: 


a i” 


merce, trade and industry, may result in profit which is just and the category of Riba’. 

lawful ; but if advance asa loan or deposited in modern banks, Main points of difference between trade and Riba may be 

it gets an excess in the form of interest which is unjust. Why has summarised as follows : 

God prohibited the latter and allowed the former? This is oe... . 

because there is a fundamental difference between the two sur- (a) “In trade the capitalist takes the risk of loss along with | 

pluses. [he former is the reward for labour while the latter is the hope of profit, but in a Set ey loan the whole of the 108 _ 

an unearned income. unrelated to the. fruits of labour. Bealden suffered by the man who uses his labour while the capitalist may 
count upon profit (i.e., interest) even in the case of loss in the 


the former stimulates whereas the latter discourages and destroys 
trade, commerce and industry. 1, Quoted by Abdul Majid in Holy Quran, p. 96, 
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actual concern. Hence trading stands on quite a different footing 
from usury’’.! 

(5) In trade profits are obtained by initiative, hard work 
and enterprise and are, definitely, the result of a clearcut value- 
creating process, But this is not the case with Riba which may 
actually ‘‘retard a value-creating or productive process’? as 
will be explained in another Section. 

(c) Another fundamental difference between trade and Riba, 
as we have explained earlier, is that Riba is a pre-determined 
surplus over and above the loan conditional to a fixed time; 

while profits from trade and industry fluctuate and are not pre- 
determined, This means that Riba, which Is pre-fixed, is certain 
and definite ; whereas profits from trade are neither certain nor 
definite. In the former there is no relation between the surplus 
and the effort which acquired it ; while in the latter, there is a 
direct relationship between the surplus and efforts, 
(dq) A famous scholar Qiffal, while explaining the difference 
between interest and Riba, says that when a person sells some 
cloth, which he bought for 10 dinars, to another person for 20 
dinars with mutual agreement, the exchange value becomes equal 
and both the parties to the transaction really benefit. The seller 
earns a profit of 10 dinars and the buyer receives a piece of cloth 
which he thinks is of real value to him. Thus the profit of the 
seller is in exchange for something of real value to him. But if 
a persOn receives 20 dinars simply by advancing a loan of 10 
dinars for a specified time, then ne makes 10 dinars in exchange 
for nothing. He gave 10 dinars and at the end of the specified 
time, he received his 10 dinars along with a surplus of 10 dinars 
in exchange for practically nothing. He cannot claim that this 
surplus is a reward for time because time is neither a commod- 
ity of exchange which can be bought and sold: ‘‘nor any such 
thing which could be pointed out, much Jess any exchangeable 
wealth’’.> 


1. Holy Quran translation by Muhammad Ali, pp. 120-121, 
2. Economic of Islam, op., cit. p. 25. 
3. A. Iqbal Qureshi, op. cit., p. 57. 
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Briefly, it may be said that in all commercial and industrial 
transactions both the parties give something tangible in 
exchange ; e.g., the trader gives cloth and the buyer gives money 
or in bargains of rent, the landlord gives his house on rent 
while the other party pays money. When the tenant returns the 
house to the landlord, the house is not the same house but has 
lost some of its original value in wear and tear. Even though 
the tenant returns the house intact, it has lost some of its 

original properties and can never be considered as good as a 
new house. Thus inthese cases both parties to the transaction 
have made some sacrifice for (or paid something tangible to) 
the other party. But in case of a loan of money there is no such 
sacrifice on the part of the capitalist. He receives his money 
after the expiry of the loan contract, without there being any dim- 
inution in its properties. This is because money paid back is 
exactly equivalent to money advanced as a loan some time ago. 
Thus the capitalist has lost neitheir his capital nor any of its pro- 
perties. If he has been receiving monthly or yearly interest for 
five or ten years on his loan capital, what has he given in return 
to the debtor ; or what sacrifice has he made for him ? He has 
received his loan money which has lost none of its qualities or 
properties. In every commercial or industrial transaction, some 
kind of sacrifice is made by both the parties but capitalist has 
made no such sacrifice, He has received regular payments of 
interest for a specified time and at the end of the term, he has 
also received his loan capital ; but in exchange he has given no 
tangible thing to the debtor as it is given in every other trans- 
action (commercial or industrial). 

Thus Riba is one way exchange in which one party pays 
interest and the other party pays nothing for it takes back what 
it gave at the beginning of the loan contract. In this transaction 
loan capital is returned to the capitalist and therefore interest is 
paid not in exchange for any commodity or goods but for time ; 
on the other hand, in trade the buyer and the seller exchange 
something real : the buyer receives goods and the seller receives 
price money along with the profit for his labour. 


Recent fall in the value of money especially in the Western, 
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World, may create the impression that the creditor does not aes ) : 
receive the same amount of loan money in real values. The loan 2. Incommercial or industrial transactions, however high’ 
money received after some time has considerably decreased the profit may be, it is limited and is taken only once ; while in 
real value and has, therefore, lost some of ts original quite transactions of Riba, the capitalist receives his profit continu- 


ously on his loan capital andthe amount of profit increases with 
the increase in time, and, further, there is no limit to this profit. 
It may actually go far beyond the original loan capital which may 
never be paid back, even though entire earning and capital of 
the debtor has been taken over by the capitalist. 

3, In trade the bargain ends with the exchange of commod- 
ity for the price and the buyer has nothing to return to the seller. 
But in Riba, after the loan capital has been spent, the debtor 
has to pay the used up capital back to the capitalist along with 
surplus in the form of interest. 

4. In trade, industry and agriculture one works hard and 
then receives profit in exchange for one’s labour and initiative ; 
whereas in Riba transactions, the capitalist, merely by giving his 
surplus wealth, shares in the wealth of other people without any 
labour of his own, And he then receives his share irrespective of 


in terms of purchasing power. The money lent had greater pyr. 
chasing power than the money received in payment of loan 
after some time. The creditor is therefore entitled to a reward 
for the loss of value in his loan money. 

A careful study of the whole problem of inflation and the 
tremendous rise in the prices would show that it js partly an 
effect of the interest-governing monetary system and partly due 
to the manoeuvring and manipulation of the monetary system 
by certain elements in the economy to suit their own persona| 
selfish ends. 

A casual look at the prices of commodities in the 50s and 
60s and before the World War II will show that there was very 
little change either in the value of money or in the prices of 
commodities and services over a period of time. There was com. 


plete stability in the economy. The loan advanced had almost profit or loss and quite unproportionate to the amount of actual 
the same real value when returned after a few years. profit earned in business. 
It is a temporary phase in the economy and is not going to “Such are the reasons on account of which God 
last for ever. It cannot therefore be advanded as an argument has allowed Bai (trade) and disallowed Riba (interest). 
in favour of interest. Above all, it is the fruit of our own doing. There are ethical reasons too, besides these which will 
We are reaping the harvest we have sown. These are some of the be discussed in detail in another section. For example, 
evil effects of the unnatural system under which we are living. Riba inculcates niggardliness, selfishness, cruelty, 
(e) According to Maulana Maudoodi, the fundamental worship of wealth and similar vices. It destroys the 
difference between Riba and trade can be summarised in these spirit of sympathy and mutual help and co-operation. 
words :! It exhorts people to accumulate wealth and to spend 
1. There is equal distribution of profit in commercial trans- it in their personal interests only. It checks the free 
actions because the buyer benefits from the thing he buys while circulation of wealth in the community. It creates a 
the seller gets reward for his labour and enterprise in providing channel through which wealth flows from the poor to 
that thing to the former. On the other hand, profit is not shared the rich, The wealth of the community accumulates in 
equally between the parties to the transactions containing the coffers of a selected few which ultimately involves 
element of Riba. The capitalist enjoys profit which is always the whole community in economic ruin”’.* 
definite and certain ; while the debtor's profit is uncertain; he As is well known to the experts in the principles of econo- 


mic science, all the above effects of Riba are natural, The 


may have a profit or a loss in his business, 
‘c 1, Quoted by Abdul Majid, Holy Quran, p. 97. 
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rare maysereatesthpinim piessign that) ted creditor docs not 2. In commercial or industrial transactions, however high’ 
receive the same amount of loan money in real values. The loan the profit may be, it is limited and is taken only once ; while in 
money received after some time has considerably decreased in transactions of Riba, the capitalist receives his profit continu- 
real value and has, therefore, lost some of its original qualities ously on his loan capital andthe amount of profit increases with 
in terms of purchasing power. The money lent had greater pur- the increase in time, and, further, there is no limit to this profit. 
chasing power than the money received in payment of a loan It may actually go far beyond the original loan capital which may 
after some time. The creditor is therefore entitled to a reward never be paid back, even though entire earning and capital of 
for the loss of value in his loan money. the debtor has been taken over by the capitalist. 

A careful study of the whole problem of inflation and the i 3, In trade the bargain ends with the exchange of commod- 
tremendous rise in the prices would show that it is partly an ity for the price and the buyer has nothing to return to the seller. 
effect of the interest-governing monetary system and partly due But in Riba, after the loan capital has been spent, the debtor 
to the manoeuvring and manipulation of the monetary system has to pay the used up capital back to the capitalist along with 
by certain elements in the economy to suit their own personal surplus in the form of interest, 
selfish ends. 4, In trade, industry and agriculture one works hard and 

A casual look at the prices of commodities in the 50s and then receives profit in exchange for one’s labour and initiative ; 
60s and before the World War II will show that there was very whereas in Riba transactions, the capitalist, merely by giving his 
little change either in the value of money or in the prices of surplus wealth, shares in the wealth of other people without any 
commodities and services over a period of time. There was com- labour of his own. And he then receives his share irrespective of 
plete stability in the economy. The loan advanced had almost profit or loss and quite unproportionate to the amount of actual 
the same real value when returned after a few years. profit earned in business. 

It is a temporary phase in the economy and is not going to ‘Such are the reasons on account of which God 
last for ever. It cannot therefore be advanded as an argument has allowed Bai (trade) and disallowed Riba (interest). 
in favour of interest. Above all, it is the fruit of our own doing, There are ethical reasons too, besides these which will 
We are reaping the harvest we have sown. These are some of the be discussed in detail in another section. For example, 
evil effects of the unnatural system under which we are living. Riba inculcates niggardliness, selfishness, cruelty, 

(e) According to Maulana Maudoodi, the fundamental worship of wealth and similar vices. It destroys the 

difference between Riba and trade can be summarised in these spirit of sympathy and mutualhelp and co-operation. 
words ;! It exhorts people to accumulate wealth and to spend 
1. There is equal distribution of profit in commercial trans- it in their personal interests only. It checks the free 
actions because the buyer benefits from the thing he buys while circulation of wealth in the community. It creates a 


channel through which wealth flows from the poor to 
the rich, The wealth of the community accumulates in 
the coffers of a selected few which ultimately involves 
the whole community in economic ruin”’.’ 


the seller gets reward for his labour and enterprise in providing 
that thing to the former. On the other hand, profit is not shared 
equally between the parties to the transactions containing 


element of Riba. The capitalist enjoys profit which is always 
definite and certain ; while the debtor’s profit is uncertain; he As is well known to the experts in the principles of econo- 
may have a profit or a loss in his business, mic science, all the above effects of Riba are natural, The 


].. Interest, op. cit. 1. Quoted by Abdul Majid, Holy Quran, p. 97. 
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ethical, social and economic system that Islam propounds has ny | 
place in it for Riba, which is in conflict with every Principle of 

that system. Even the remotest of the most innocent form of 

Riba is derogatory to the fair face of that system. That is why | 
the Holy Book of Islam/so forcefully declares war against those | 
who give up not what remains of their demand for interest'’. 


1, Quoted by Abdul Majid, Holy Quran, p. 97. 
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(a) that it does not increase wealth, but instead 
(5) decreases wealth. In fact, Riba diminishes wealth both 


materially and morally. 


(a) Supporters 


This declaration of the Holy Quran is finding supporters 
even among the Western scholars and some of the economist 
have begun to look at it with the sameeyes.! Locke, whil 
quoting from a letter to a friend, says that “high interest decays 
trade, the advantage from interest is greater than the profit from 
trade, which makes the rich merchants give over, and put ont 
their stock to interest, and the lesser merchants break’’,? Fortrey 
affords another example of the stress laid on a low rate of 
interest as a means of increasing wealth. 

According to Sir Josiah Child the real wealth of the king. 
dom can be augmented by a reduction of the rate of interest. 
He thought that abatement of interest was the cause of increase 
of trade and riches of their kingdom. He gave himself much 
trouble to show that it had been the case in Holland too; and 
though the Dutch had not at that time any legal restriction on 
interest, he held that they had made it their policy to keep their 
rate of interest three or four per cent lower than in other 
countries.4 He argues that when merchants have made great 
wealth, they leave trading and lend out their money on interest, 
“the gain thereof being so easy, certain and great: whereas in 

other countries, where interest is at a lower rate the merchants 
continue trading from generation to generation, and thus enrich 
themselves and the state’’.5 | 
Sir Thomas Culpepper has taken up the argument that a 
high rate of interest makes ‘‘men grow Jazy in their profession, 
and become usurers...And he further argues that an abatement 


1. Khalifa Abdul Hakim, Islam and Communism p. 187. 
2. Keynes, Op. cit., p. 334. 

3. Cassel, op. cit., p. 10. 

4. lbid., p. 14. 

5. lbid., p. 10, 
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ancient and medieval worlds. And naturally so, since certain of 
the risks and hazards of economic life diminish the margigy 
efficiency of capital whilst others serve to increase the preference © 
for liquidity. In a world, therefore, which no one reckoned to by 
safe, it was almost inevitable that the rate of interest, unless j 
was curbed by every instrument at the disposal of society, would 
rise too high to permit of an adequate inducement to javest”. 
“I was brought up to believe that this attitude to 
the rate of interest was inherently absurd, and that the 
subtle discussions aimed at distinguishing the return on 
money-loans from the return to active investment were 
merely jeSuitical attempts to find a practical escape 
from a foolish theory. But I now read these discussions 
as an honest intellectual effort to keep separate what 
the Classical theory has inextricably confused together 
namely the rate of interest and the marginal efficiency 
of capital, For it now seems clear that the disquisitions : ie fa 
of the schoolmen were directed towards the elucidation 
of a formula which should allow the schedule of the 
marginal efficiency of capital to be high, whilst using efore any decrease in the le. 
rule and custom and the moral law to keep down the ovment. is bound to diminish t! 
rate of interest’’. product 
‘Even Adam Smith was extremely moderate in his onsequence, progre 
attitude to the usury laws. For he was well aware that rrowth of capital in the country will be che 
individual savings may be absorbed either by invest- vhile discussing . tTobson ng and accum- 
ment or by debts, and that there is no security that 
they will find an outlet in the former. Further, he y te g the 
favoured a low rate of interest as increasing the chance rd the g 
of savings finding their outlet in new investment rather 
than in debts’, 


Silvio Gesell, a German economist, while discussing the 
doctrine of interest, argues? ‘‘that it is the rate of interest which | 
sets a limit to the rate of growth of real capital’, He therefore 
recommends a reduction in the rate of interest. He further 


1. Keynes, op. cii. p. 352. 
2. Ibid., p. 355-357. 
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increase in saving and in capital requires, in order to 

be effectual, a corresponding increase in immediately 

future consumption’’. 

Therefore in Keynes’ opinion ‘‘a relatively weak propensity 

to consume (resulting indirectly froma high rate of interest) 
helps to cause unemployment by requiring and not receiving the 
accompaniment of a compensating volume of new investment, 
which, even if it may sometimes occur temporarily through 
errors of optimism, is in genera] prevented from happening at 
all by the prospective profit falling below the standard set by the 
rate of interest’’.! 

Thus a high rate of interest, by causing a drop in the level 
of investment, and consequently, in the level of employment and 
the amount of aggregate consumption, retards the growth of 
trade and industry and hence, growth of high rate of interest on 
trade, commerce, industry and agriculture of a country 1s very 

accurately described in the following lines :? 

““Fconomists have justified interest on the assump- 
tion that capital is an important agent of production, 
The justification would have been valid if interest was 
related to the actual proceeds from the process of pro- 
duction. But interest is not. Capital charges a fixed 
return irrespective of what the actual income may be. 
The result is that it weighs down and retards the growth 
of the productive process. Capital itself is an agent of 
production. But interest on capital undoes its produ- 
ctivity. Interest, to put it in scientific language, sets a 
limit to the marginal efficiency of capital. When the 
marginal efficiency of capital is reduced, it leaves 
several productive resources unemployed. Two results 
follow : On the one hand, the limited use of the pro- 
ductive resources reduces the amount of goods produc- 
ed. On account of the charge of interest, their mar- 
ginal cost of production rises. So that they have to be 


sold at a high price, and ‘“‘on the other hand much 


——— 
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labour is left unemployed. So that the economic system 
based on interest always runs the risk of manufacturers 
eroaning for their “two million shirts unsold” and 
labourers for their “two million backs uncovered’’. How 
much difference would it have made if there were no 
interest ? The “‘two million shirts’’ could have been sold 
cheaper because of the reduction in their cost of produc- 
tion, On the other side, “the two million labourers’’ 
could have found employment if the brake on the mar- 
ginal efficiency of capital were removed. More purchas- 
ing power on the one hand and lower prices on the other 
would have helped to cover the “two million bare 
backs” with the ‘‘two million shirts’’ which in interest- 
ridden economy find no market’. 

2. ‘Interest, however, works ina more complex 
manner to vitiate Out economy. For people who have 
money to save and invest, it provides a liquid form of 
investment. Their share money is gravitated to banks 
where they are assured a fixed percentage of interest 
without taking any part in the production process. _The 
economists have presumed that the money so gravitated 
would be employed in industry and commerce. But in 
practice the presumption is rebutted. Quite a substan- 

tial part of bank’s assets is diverted to unpropductive 
channels, Banks invest in Government securities, 
advance money for speculative purposes, and cash bills 
of exchange. None of these is a productive process. 
Not even the bills of exchange. Although they facilitate 
in an ideal economic system (as proposed by the Holy 
Quran), bills of exchange should be cashed free. Here 
the point is that the institution of interest provides 
banks with unproductive channels to employ their 
capital. So that capital which should have been avail- 
able for productive purposes becomes scarce. Simultan- 
eously the institution of banks tends to preclude peo- 


ple from investing their money directly in industry and 
commerce, This produces scarcity of capital available 


I, Keynes, op. cit. p. 370. 
2. Economics of Islam, op. cit., pp. 28-30. 
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for productive purposes. The scarcity of capital raises 

the rate of interest. The increase in the rate of interest 

only accentuates the vicious influence of interest. More 

purchasing power diverted to banks ; more bank’s assets 
diverted to liquid and unproductive channels ; a further 
reduction in the marginal efficiency of capital : a further 
limitation of employment ; a further rise in the price of 
goods; and lastly a further spectacle of “two million 
shirts’? without market and “two million backs yn. 
covered’’,! 

“If there were no interest, the result would be that 
the purchasing power of the people would be either 
used in satisfying their desires or invested in industries 
or commerce, either directly or through banks based on 
the principle of sharing the actual return from invest- 
ment. The portion of purchasing power people would 
spend on their immediate needs would create a demand 
for goods which would encourage production. The 
portion they would invest in commerce or industry 
would provide capital for further productive processes, 
Either way production would be spurred and employ- 
ment provided. But the depositor in banks neither 
invests nor spends. He simply hoards. Banking is really 
a highly developed form of hoarding. The difference 
between primitive hoarding and present banking Is this: 
when people buried their store of value under the earth 
their treasures ran the risk of deterioration and loss. 

Not so in modern banking. There is norisk in a good 
bank ; and the value seldom decreases. The second dif- 
ference is that the depositor in a bank goes on getting 
interest even though his money may not be employed 
in any productive process. This advantage was absent 
in primitive hoarding. The result is that from the social 
point of view modern banking is worse than primitive 
hoarding. We never rewarded the hoarders in the past, 


1, Economics of Islam, op. cit., pp. 28-30, 
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money-rate of interest, and that if this brake were removed the 
growth of real capital would be, in the modern world, so rapid 
that a zero money-rate of interest would be justified within a 
comparatively short period of time. Thus the prime necessity js 
to reduce the money-rate of interest, and this, he pointed out 
can be affected by causing money to incur carrying-costs just 
like other stocks of barren goods. This led him to the famous 
prescription of ‘‘stamped’”? money, with which his name is 
chiefly associated and which has received the blessing of Pro. 
fessor I. Fisher’’.? 

It may here be pointed out that Islam has imposed very 

effectively a carrying-cost of approximately 24% in the form 
of Zakat on all types of stock. This levy of 24% on all forms 
of stock, as explained in another chapter, is a very effective 
method of checking any tendency to hoard idle cash balances 
and, at the same time, is a strong stimulus to invest such idle 
stocks. People would prefer to invest their cash holdings and 
thereby make more money than to pay annual Jevy of 2% and 
Iet their cash stocks gradually deplete in course of time. Thus 
in a Muslim economy, in spite of the non-existence of interest, 
people would never hoard idle cash balances simply because of 
a 21% levy in the form of Zakat which they have to pay under 
all circumstances. They would like to earn more money by invest- 
ing their funds and pay Zakat of 24% out of their profits. 

It is therefore obvious that the Western world is nurturing 
and defending in the form of interest one of the greatest enemies 
of mankind. Interest has impoverished humanity by checking the 
growth of capital and by hindering the development of produc- 
tive enterprise. Our world would have been more prosperous 
and the life would have been more comfortable and happier, if 
the institution of interest had not existed. 


If this brake were removed the money-lenders, banks, and 
all the financial institutions would be compelled to invest their 
funds in industry and other useful enterprises. All countries 
would make very rapid industria! progress and the world would 


1. Keynes, Op. cit., p. 357, 
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be happier and prosperous.' 
Tt must be borne in mind that if the countries of the world, 
especially under-developed countries “fare to develop indus- 
trially, the finance must be made to co-operate wholeheartedly 
on equal basis with industry. It must be on the basis of 
partnership and not by mere payment of a fixed interest. If the 
financier is a patner in the industries, his keen business outlook 
and experience of the management offunds, is likely to stand 
in good stead and would lead to the better development of 
these countries. On the other hand, if they are only bond- 
holders, they are likely to take little interest as long as they get 
their fixed interest’’.2 | 
3. Interest destroys wealth in another way. It assists ‘in 
bringing economic crises in the capitalist world. It is a state of 
affairs when goods accumulate for lack of purchasing power 
and the propensity to consume is low. Production is withheld 
and credit if contracted which leads to unemployment. Interest 
plays a predominant part in brining about a crisis. As the boom 
continues, large sums of borrowed money on interest are invest- 
ed in productive enterprises, much of which show a satisfactory 
current yield. Excessive optimism increases demand for lJoan- 
able funds and, hence, rate of interest. Optimism leads to 
speculation and further speculation. Allthis increases the rate 
of interest ; margin of profits narrows but producers in their 
over-confidence continue producing. Gradually doubts begin to 
arise ‘concerning the reliability of the prospective yield as the 
stock of newly produced durable goods steadily increases. Once 
doubt begins it spreads rapidly’’,2 
Fearing losses, banks raise their rate of interest to very high 
levels and even try to withdraw the former loans ; thus creating 
panic in the business world and also increasing unemployment. 
In these circumstances, buying stops and the market if left with 
piles of unwanted goods without consumers. Due to high rate 
of interest, costs soar while the marginal efficiency of capital 


1, Anwar Iqbal, op, cit., p. 215. 
2, Keynes, op. cit., General Theory. 
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declines asa result of speculative and other ventures, co, | be wndertaken'pr even expanded for lack of capital.® “But now 
s€quently, profits dwindle. The collapse in the marginal effici. in a number of rich coun ere is super abundance of savings 
ency of capital is no doubt fundamental to the problem of J) @RGRAnESSUnISS eyare simply lyingidle, 
crises but a rise in the rate of interest seems to be the core of Vet ith this super-abun¢ ance of capital 
the whole ‘problem. This is because the rise in the rate of a : ! : ae git 4 ner : ») : 
interest is chiefly responsible for the rise in the cost of produc. ed 0 emo DOr ince AC WOLt to 
tion which raises doubts about the reliability of the prospective zy he rate of 1 less 


yield. With the fall in the marginal efficiency of capital in com. 
parison with the rise in the cost of production mainly resulting 2h rh keen ee eae, 
from the rise in the rate of interest, level of investment falls. woe ) TP aaa tated Sa ot Tibet tit Se a 
If there were no interest, marginal efficiency of capital at any 7 : would no 
level would be profitable and hence there would not be any Inve ia on 
crises, In fact, it is all due to interest that we find goods ) : Milind abarenake tg 
without market and needy men without goods. Thus decline in : Ra ee Bey S92 Btn yea 
both investment and the propensity to consume in times of | ) AAS Ost mecha a Sage erect OA ge 
crises in the modern world are the offspring of the institution of x ARSE his aed Wain Se Aah 
interest. <3 srr mlamsn:. Tt SAMS RA 
| 4, Interest also destroys national wealth. It is often experi- 
enced in capitalist countries that the producers have to destory 
a large quantity of finished goods or even agricultural produce 
in order to save the prices from falling below the marginal cost 9 , “oe aL, LORE Bee pie oe 
of production. This tremendous loss of national wealth while “sibs PRG a aatcaiee: AMEN ac Abe enue | 
millions of people are short of food and other requirements for 7 | ; BAN Nos iat peas > PA aia 
lack of purchasing power, can be avoided by the abolition of PRASAD 
interest. This will not only lower the marginal cost of produc 
tion but will also increase investmeat and thereby purchasing 
power of the people. — 
Furthermore, existecne of interest blocks many profitable 
avenues which could otherwise be tapped. It isa kind of brake 
which restrains people from employing their capital in many 
profitable and useful enterprises but with a low marginal 
efficiency of production: With the abolition of interest, this 
brake will be lifted and many people will be able to employ their 
Capital ina great many enterprises which they could not do 


before. | 
The tyranny of the institution of interest played havoc with ~ eae 


trade and industry in by-gone days when production could not 
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never had the ; 
sult of the tremen ous incre 

s fitable and useful avenue will be left yntapped. 

i ‘nvestment and by encouraging 

necessarily profitable, enter prises, 


7 beneficial, not 
productive and 3. at the same time 
‘+ will increase the rowth of capital-assets and, 
it will 1n¢r £ try and 


: provide employment to millions of people in ue can 
thereby increase their purchasing power. This, in turd, will 
provide further stimulus to scores of industries of consumption 
as well as production coods. 

A considerable fall in the rate of interest, not to speak of 
vero or negative tate of interest, would create unlimited 


———— 


| 1, Economics of Islam, OP. cit. Pp. 4h. 3 
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opportunities of investmentin various fields of manufactyrjn, “A serious fall in the rate of interest’, in the opin- 
and agricultural industries throughout the world, Casse! Seems jon of Cassel, “would have a similar effect on the de- 
to be fully conscious of the effect of a subst i 


tantial fall in the pa, mand for all commodities or services for which a large 
of interest on the Jevel of investment but he does rn 


dt approve quantity of durable instruments is required. There is in 
this sort of development because he thinks-that the co; 


nventiona) all countries, and especially in the thinly populated 
rate of interest must be paid under all circumstances, and under-developed ones, an enormous demand for 
“The rate of interest’’, according to Cassel} ‘has railways (and Similar other enterprises like roads, tele- 
a considerable infiuence on the yearly rent of houses. phone, telegraph, etc.) which will not pay so long as the 
It is true that in the case of a house in the city of sate of interest is 4 or 5% but would pay, and therefore 
London, or in the centre of any great town, the ground would be built, if the rate of interest went down to 
rent is by far the most considerable item in the total something between 1 and 2%. In fact, there is practi- 
annual sum paid for the use of the house. But such cases cally unlimited demand for durable goods in general. 
are exceptional, and in general, the interest on the capi- This is just one of the most essential reasons why the 
tal invested in the building is the chief item in the house- | rate of interest remains at its present height: the de- 
rent. Supposing, for instance, the rate of interest to be 


mand must be restrained within such limits that it can 
be satisfied by the available supply of working capital. 
Thus even a slight fallin the rate of interest would 


create plenty of opportunities for investing capital in 
durable goods”! 


41% and the total sum of all other yearly expenses to | 
amount to 14% of the capital value of the house, then, | 
if the rate of interest were reduced to 13%, the house- 

rent would be reduced from 6 to 3% of the value of the 
house. The assumption of the reduction of house-rent | 
to one half is perhaps excessive ; but the reduction : 
of the house-rents in any courtry even to something 
like one half of the present day figures would undoub- 
tedly call forth an enormous increase in the demand 


This is how Cassel envies the tremendous increase in invest- 
ment Opportunities, resulting froma substantial fall in the rate 
of interest and suggests restriction on the demand for capital by 
| means of a high rate of interest. He does not realise that 

restriction on demand for capital would check the growth of 
for house accommodation ; for, since this is one of the industrial development and thereby, reduce the purchasing power 
most intense forms of demand, it has a large capacity of the people. In other words, we would be creating conditions 
for expansion’’. : for general unemployment in the country. 

Cassel himself admits the tremendous effect of a serious 
fall in the rate of interest (not to speak of zero rate of 


interest) on the growth of wealth but heistates to approve it. In 
build a house of the very best materials ; it is even his words : 


conceivable that such a house would cost less, the 


expenses of yearly repair and the instalments on the 
sinking fund being diminished,’’2 


‘‘At a very low rate of interest not only would more 
houses be required, but houses of quite another quality, 
It would cost but a trifling extra sum in annual rent to 


“The chief cost in using very durable goods is at 
the present time the interest on the capital invested in 
them. If this principal item were reduced to zero, or 

- even to a small fraction of what it now is, there would 
be no luxury whatever in the way of substantial and 


—_—_— 


J, Cassel, OD. Cif, Dp. 103-110. 
a. loid, 


l, Cassel, op. cit., pp 108-110, 
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expensive buildings and furniture, or any other durable 
goods, which people would deny themselves. The pipe- 
Systems for gas and water supply could be extended to 
every profitable undertaking, not only under the 
English Channel, but under a great many other water- 
ways of the world. For the financial burden of the 
original costs on each year’s budget would be practi- 
cally nil. The readers might add any number of similar 
instances, even if he confined himself to present techni- 
cal possibilities. But we should not forget that the 
entire technical science of our age has been developed 
under the condition that Something must be paid for 
the use of capital, and that this factor is, therefore, to 
be strictly economised ; if this condition could be dis- 
pensed with, entirely new lines would be opened up 
for the development of technical processes”’.! 

‘‘There would be no luxury which people would 
deny themselves. Even the most expensive enterprises, 
unthinkable at present because of their high cost, would 
be undertaken. All these openings would be made 
possible by the non-existence of interest ; in other words 
because the financial burden of the original costs of 
each year’s budget would be practically nil”. “It 

would, however, be useless to consider further the 
extravagances in which social economy would indulge, 
if nothing were to be paid for the use of capital. Long 
before the rate of interest reached the zero point, those 
needs and desires which require the use of durable goods 
would have been satisfied out of all proportion, while 
other wants would have been neglected. Far great a part 
of the production capacity of society would in this way 
have been directed towards the manufacture of goods 
whose use would be, essentially, in the future ; and this 
could not fail to make the Satisfaction of present wants 
rather meagre.’’2 
1. Cassel, Op. cit. pp. 108-110. 
2 loid, 
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Cassel seems to be opposed to cheap development and social 


welfare, resulting from low or zero rate of interest, when he 


calls this “‘the extravagences of the social economy”. Fic is SO 
blinded by the dazzling successes of the capitalist system that he 
can see (or does not like to see) anything else. 
Any extension of investment opportunities, owing to the 
fall in the rate of interest or its abolition, would enable every 
state to undertake all such beneficial and useful enterprises 
which could not be undertaken before due to high costs. This 
would provide employment to millions of people and thereby 
increase their purchasing power which, in turn, would increase . 
demand, Thus every fall in the rate of interest would be a step 
forward to prosperity. Abolition of interest would, in fact, 
increase the growth of capital to such an extent that there would 
be no luxury which people would deny themselves, 

Casselforgets that human wants are unlimited and insati- 
able and that there is no limitto human progress. Humanity 
has suffered so long by the restrictive practices of the traditional 
monetary systems that it needs a relief which would be most 
welcome by the down-trodden multitudes all over the world. 
There is sO much to be done in the under-developed and 
undeveloped countries of the world that it will take quite a long 
time before even their necessaries of life are satisfied. | 

There is So much to be done for the welfare of the common 
man whose standard of living even in the Western countries is 
far from satisfactory that it will need Herculian efforts to achieve 
substantial results even after abolition of interest. 

The U.S.A. which is considered to be the richest and the 
most advanced country in the world, has over 35 million (1/6th 
of the total population) people who have no work and are 
almost destitute. You can well imagine how much work 
remains to be done in Western Europe, where the standard of 
living is far below the Americans, before any one can say that 
wants of the people have been satisfied out of all proportions 
as Cassel seems to imagine in his dreamland. 


And if you just consider the under-developed and undeve- 
loped countries of Africa, Asia, South America and Easterg 
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Europe where the overwhelming majority of the People live 
almost on the verge of starvation, how much human effort is 
needed and how long will it take before even their bare neces. 
Saries of life, not to speak of comforts and luxuries, are satis- 
fied. Even with zero rate of interest it will take sometime 
before anything substantial is achieved in the backward coun. 
tries of Africa and Asia where overwhelming majority of the 
people live under sub-human conditions. 


for canals ate being discussed which would admit 
sca-going vessels to the interior. There can be no doubt 
that such waterways (and other big enterprises) would 
be constructed on a large scale, and in a most efficient 
and expensive manner, if the rate of interest were 
low (or zerd) ; moreover, there would be a tendency 
to diminish steadily the current expenses of such work 
by spending more money on the original construction. 
There are, besides, many other kinds of waterworks, 
which could prove profitable enough at a very low 
rate of interest (possibly zero) and would absorb 
enormous amount of capital. Good instances of such 


Cassel seems to be fully conscious of the unlimited possibi- 
lities of development under an interestless society, especially 
when ‘‘we have to do with instruments of greater durability, 
such as factories, buildings, ships, railways, and waterworks 
etc.’"? Interest, in such cases, becomes a very important item, 


are river-works for the prevention of inundation or 
and, ‘‘as the larger part of the capital used as durable instru. for the fertilisation of rainless districts, and the dif- 
ments is of this character, the rate of interest has a very material ferent methods reclaiming land from the sea or from 
| influence on the methods of production. A _ substantial fall lakes”. “One may say that there is always—lying 
| in the rate of interest (not to speak of Zero rate) could not in stock as it wele—any amount of technical possibi- 
but convert a great many technical possibilities into economic lities inthe way of substituting the use of capital 
advantages, and, sooner or later, into realities; and there are for other factors of production. Every fall in the 
absolutely no ascertainable limits to the use of waiting in setting free of a part of these possibilities and the 
different branches of production, if that waiting were to be had conversion of them into actualities’’. 
for nothing”. Thus there seems to be no doubt that a zero rate of 
‘‘Waterworks for different purposes seem particularly interest will offer unlimited opportunities for investment in new 
capable of absorbing vast amounts of capital, and, as | enterprises ; even a low rate of interest will open up enormous 
they are in general extremely durable, the price paid for | possibilities of new profitable enterprises. 
waiting is the all-important item in the cost connected Almost all the modern economists, including the Keynesian, 
with the use of such works, If, therefore, the rate of and post-Keynesian, agree that ‘‘a lower rate of interest stimulates 
interest were nil or nearly nil, such enterprises as the 


an expansion of capital investment in fields which at higher rates 
Panama Canal (English Channel Tunnel) would present would be unprofitable.” Professor Von Mises, Hansen and 
no financial difficulties. As they would be carried out 


: others hold the same opinion that a fall in the rate of interest is 
in such a way as to secure a practically eternal dur- | favourable to investment. 


ability, their original cost would be very high ; still, as | If a lower rate of interest stimulates investment, a zero 
their use next to nothing, would be a great demand for | rate of interest will provide tremendous stimulus to investment. 
them, and they could absorb a considerable part of the | Numerous enterprises with lower marginal efficiency of capital, 
fresh capital of the world. In almost all countries, plans ' which could not be undertaken before because of lower profits, 


4, Cassel, op. sit., pp. 121+12Q, 1. Keynes, op. cit., p. 193. 
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would be undertaken whén the interest falls to a lower level ~ 4¢ supplied by the institution of Zakat and Sadakat, as explained 
approaching zero. This would naturally increase the level | fh 
of investment, and, consequently, enrich socicty. Professor ese : sr or later, is likely to 1 
Fisher also believes that the extent to investment in any where . Inprofitab} xtend oc 
direction depends on a comparison between the marginal inve ducing the rate of in 
efficiency of capital (which he calls the rate of return over le wt most likel) 
cost) and the rate of interest. In his opinion, to induce in | 1 } , : 
vestment, ‘“‘the rate of return over cost must exceed the rate | ont | restm radua 
of interest’. And “‘this magnitude (or factor)’’, according to the mareit ciency of can nes do 
him, ‘‘plays the central role on the investment opportunity a yee ey f cs 
side of interest theory’’.! BE coxendhmneninbse cizeumethac 
In a Muslim economy where the rate of interest is zero, loy ate of interest (probably to ze 
the schedule of the marginal efficiency of capital and the state J re. msimentmotherwiseite Country: be impoverished 
of confidence play a major part in influencing the rate of iti) 1 tote bees mthntetollowslihermher * Monta 
investment. The Muslim State, as will be explained later, inspires a He eee Te 
confidence in the current as well asin in the future markets and pate eens) eu de 
the chain of rapid inventions keeps up the marginal efficicncy andlahithetetate oeliguiditvtn armen tareed 
of capital, with the consequence, the rate of investment is able Mhetinetitiontomizakutand\Sadakatknhetexnenc 
kept up steady and fairly high to maintain the required rate ATOM Et tetra ast aero blig tis ent a tlatelcadyipacelandittic 
of growth inthe country.2 — yrelerence for holding» le 2 sh ba nc ss 3K pt in res aint Dy 
It is our contention that the abolition of interest is abso- he navmenvoraloman Zakation all kinds of'stocks. ‘These ee ) 
lutely necessary to maintain the level of investment at a speed EGP Arrant re henner ii iners cate oninterest protect econ ay 
conducive to social welfare. Human history bears witness MAAR IA Sel dirniiht une inten attemaiency of tcanital 
to the fact that the investment policy is generally influenced SIMBA Casertiy aint sas vent. Fae et ede tS HE ee Seay 
by the profit motive of individuals and it rarely coincides ye vy lib Iyluoinug. 53 Seyaor ; 
with what is socially advantageous.* It is, therefore, necessary pat, HS Feetradigan metietigneee be eye sfh ns male 
to check such a tendendcy in the interest of social good, Al oe Bn ER en SS 
And in our opinion, the abolition of interest is the best RnR lteter. we i at la 
way to stimulate investment for the general good of society, Otic cer eh a ere ee ene Ee 
We have no doubt that the zero rate of interest is cap. Me RBH ee army alte Gen care Oiintetes 
able of countinously simulation the appropriate volume of ~~ ; o-called hoom to ae T as reir a » for 
investment. | | | — Wo liehinoubooneland 
Any stimulus desired necessary to maintain the level of See eR Oe Me hte ab aGtat 
investment and the propensity to consume at the required level } BT Oe ree ey = sicboom (222 
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1. Keynes, op. cit. p. 141. 
2. Ibid., pp. 148-149, 
3. eibld.D. 157. 
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As we suggested earlier, the best and the most effective 
method of maintaining a reasonably higher level of investment 
In a country is by encouraging expenditure both in the private 
and the public sectors through the institution of Zakat and 
Sadakat and the zero rate of interest. Zero rate of interest 
helps to maintain an appropriate rate of investment to keep near 
full employmentand the institution of Zakat, assisted by Sadas 
kat, keeps the propensity to consume at a sufficiently high level 
without increasing liquidity-preference. 

Keynes would have greatly appreciated the part played by 
these two factors in maintaining propensity to consume and, 
at the same time, the rate of investment at the required level in 
an economy near full employment. It would be interesting to 
study his remarks, while discussing U.S. employment and 
investment during 1923-30, where he says,! ‘‘New investment 
during the previous five years had been, indeed, on so enormous 
a scale in the aggregate that the prospective yield of further 
addition was, coolly considered, falling rapidly. Correct fore- 
cast would have brought down the marginal efficiency of capital 
to an unprecedentedly low figure ; so that the “‘boom’’ could not 
have continued on a sound basis except with very long-term rate 
of interest, and an avoidance of misdirected investment in the 
particular directions which were in danger of being over- 
exploited. In fact, the rate of interest was high enough to deter 
new investment except In those particular directions which weer 
under the influence of speculative excitement and, therefore, in 

special danger of being over-exploited ; and a rate of interest, 
high enough to overcome the speculative excitement, would have 
checked at the same time, every kind of reasonable new invest- 


ment. Thus an increase in the rate of jnterest, as a remedy for the 


State of affairs arising out of a prolonged period of abnormally 
heavy new invesiment belongs to the species of remedy which 
cures disease by killing the patient’’.2 
“Furthermore, even if we were to suppose that 
contemporary booms are apt to be associated witha 


J. Keyre;, op. cit., p. 323. 


2. 


Ibid., op. cit. p. 324. 
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The Argument Against a Positive Rate of Interest 12° 


The institution of interest was also condemned by the law 
makers of Rome, Hindu philosophers, the Jews and the Chris- 
tian priests, The ecclesiastic ban On interest continued until 
the end of the Middle Ages, so that as late as the 13th century, 
interest was regarded as unjust. But, gradually, as the in- 

fluence of church declined, the moral force behind the pro- 
hibition of interest weakened and the opposing secular force 
gained strength, the institution of interest was revived in the 
European countries and the rest of the world. 

Although lending out on interest began to be tolerated, 
some efforts were made by men of wisdom in England and 
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which consists in the consumption of the articles themselye 

and if the use is to be transferred, the article itself must 
necessarily be transferred with it. Therefore, when an articl 
Of this sort is lent, the title to it will always be transferred as 
well. Now it would be patently unjust if a man should ge 
grain, and yet, as a separate thing, sell the use the of grain too, 
In so doing he would either be selling the same article twice, 0, 
he would be selling something which does not exist. Exactly 
in the same way it is unjust fora man to lend things of thi 


sort at interest. 


Here also he is asking two prices for one article ; he js 
demanding that it be replaced by a similar article. That we 
call interest or usury, Since the use of money, too, consists 
in consuming or spending it, it is inadmissible in itself, on 
the same grounds, to ask a price for the use of money”’, 

Aquinas further argues that “Interest is to be regarded as 
the hypocritical and underhand price asked for the possession 
common to all, namely time. The uSurers claim that time 
is recognized as the equivalent for which they receive the 
surplus income which is interest. Thus they sell time which 
belongs to the borrower just as much as it does to the lender 
and to all men.”’! 

An Italian writer, Misabeau, argues like this, ‘‘There is 
no possible justification for lending out money at interest, 
In the first place, there is no natural use for money, it is 
merely a symbol. But to derive a profit from its merely repre 

sentative character means searching in a mirror for the figure 
that is reflected there. Nor can the possessors of money avail 
themselves of the argument that they must live on the proceeds of 
their money, Their recourse is merely to convert their money 
into other goods and then gain their living from hiring out those 
goods (i.e. selling)! And finally he argues that there is no weat 
and tear in the case of money (carryingcost in Keynes’ words), 
as there is with houses, furniture and the like, Therefore, a 
charge for wear and tear would also be unjust.” 


I. B. Bawerk, op. cit., p. 34. 
. Lbid. 


other Continental countries to keep the rate low and even steps 
were taken to fix a maximum rate of interest. Famous men 
like Sir Josiah Child, Sir Thomas Culppeper and Francis Bacon 


strongly opposed a high rate of interest. It was with weakening 
of the moral force of the church that the justification of in- 
terest gained currency, and once it was permitted it became 
impossible to control the interest rules, 
“That law cannot keep men from taking more use than 
you set (the want of money being that alone which 
Tegulates its price), if we consider how impossible it 
is to set a rate upon victuals, in atime of famine ; for 
“money being a universal commodity, and as necessary 
to trade as food is to life, everybody must have it, at 
what rate that they can get it; and unavoidably pay 
dear, when it is scarce,’ 
This selfish business, like attitude gradaully helped to esta- 
blish the institution of interest as we find it today in our society. 
As it has been in existence for quite a long time, people think 
‘that it is an essential component of modern society and that it 
is going to stay. But economists and philosophers, who 
‘study the problem of interest with an open mind, clearly see 
its evils and wish that something should be done about it. 
Locke stated this view as early as 1621 in a letter to a 
friend concerning usury, in which he says that “high interest 


1, Cassel, op. cit., p. 15, 
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which consists in the consumption of the articles themselves 

and if the use is to be transferred, the article itself mus 

necessarily be transferred with it. Therefore, when an article 
of this sort is lent, the title to it will always be transferred ay 
well. Now it would be patently unjust if a man should ge 
grain, and yet, as a separate thing, sell the use the of eTain too. 
In so doing he would either be selling the same article tWice, or 
he would be selling something which does not exist. Exactly 
in the same way it is unjust fora man to lend things of thi: 
sort at interest. 

Here also he is asking two prices for one article ; he jg 
demanding that it be replaced by a similar article. That we 
call interest or usury, Since the use of money, too, consists 
in consuming or spending it, it iS inadmissible in itself, on 
the same grounds, to ask a price for the use of money”’, 

Aquinas further argues that ‘Interest is to be regarded as 
the hypocritical and underhand price asked for the possession 
common to all, namely time. The usSurers claim that time 
is recognized as the equivalent for which they receive the 
surplus income which is interest. Thus they sell time which 
belongs to the borrower just as much as it does to the lender 
and to all men.’’! 

An Italian writer, Misabeau, argues like this, ‘‘There is 
no possible justification for lending out money at interest, 
In the first place, there is no natural use for money, it 1s 
merely a symbol. But to derive a profit from its merely repre 

sentative character means searching in a mirror for the figure 
that is reflected there. Nor can the possessors of money avail 
themselves of the argument that they must live on the proceeds of 
their money. Their recourse is merely to convert their money 
into other goods and then gain their living from hiring out those 
goods (i.e. selling)! And finally he argues that there is no wear 
and tear in the case of money (carryingcost in Keynes’ words), 
as there is with houses, furniture and the like, Therefore, a 
charge for wear and tear would also be unjust.’ 


I. B. Bawerk. Op. cit., p. 34. 
» Lbid. 
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the end of the Middle Ages, so that as late as the 13th century, 


125 


on of interest was also condemned by the law 
Hindu philosophers, the Jews and the Chris- 
The ecclesiastic ban On interest continued until 


Argument Against a Positive Rate of Interest 


The instituti 


‘nterest was regarded as unjust. But, gradually, as the in- 
auence of church declined, the moral force behind the pro- 
hibition of interest weakened and the opposing secular force 
gained strength, the institution of interest was revived in the 


European countries and the rest of the world. 
Although lending out on interest began to be tolerated, 


some efforts were made by men of wisdom in England and 
other Continental countries to keep the rate low and even steps 
were taken to fix a maximum rate of interest. Famous men 
like Sir Josiah Child, Sir Thomas Culppeper and Francis Bacon 
strongly opposed a high rate of interest. It was with weakening 
of the moral force of the church that the justification of in- 
terest gained currency, and once it was permitted it became 
impossible to control the interest rules, 
“That law cannot keep men from taking more use than 
you set (the want of money being that alone which 
Tegulates its price), if we consider how impossible it 
is to set a rate upon victuals, in atime of famine; for 
“money being a universal commodity, and as necessary 
to trade as food is to life, everybody must have it, at 
what rate that they can get it; and unavoidably pay 
dear, when it is scarce,’ 
This selfish business, like attitude gradaully helped to esta 
lish the institution of interest as we find it today in our society. 
As it has been in existence for quite a long time, people think 
that it is an essential component of modern society and that it 
‘is going to stay. But economists and philosophers, who 
“study the problem of interest with an open mind, clearly see 
its evils and wish that something should be done about it. 
Locke stated this view as early as 1621 in a letter to a 
friend concerning usury, in which he says that “high interest 


l, Cassel, Op, cit., Dp. 15, 
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decays trade. The advantage from interest is creater than 
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prout from trade, which makes the rich merchants o; BS . _ . 5 

x 7 x > EIVE Ove, ‘place, ine ion : capital is really a 
and put out their stock to interest, and the lesser Merchany pp let us examine the question ~ whether cap z 
break,’’4 


factor of production, like labour or organisation ? Obviously, 


<, ‘ts part in production is very passive and is dependent upon 
“Adam Smith was extremely moderate in his attitude * 5 ‘Ae 


to the usury laws. 


other factors of production. Unless it is used by labour and 

dividanl tevicestea a id ] Ra ie est ae rw In- organisation, it cannot function or assist in production. As such 

ins eC y investment its claim toa share in production cannot be considered on the 

| or by debts, and that there is no security that they same grounds as the other factors of production, e.g. as labour 
| will find an outlet in the former.’?2 Keynes repuditates 


| or organisation. 
the doctrine Of interest as it prevails in the mo 


dern 
world and goes so far as even to invoke the Sanctions 


of the moral law against it. 


There is no doubt that interest is an unnecessary anq 
excessive burden on the labouring class of a country and that 


Secondly, even if its claim as a factor of production is 
accepted, its reward must be subject to the same conditions and 
regulations as those of others. It cannot enjoy special privileges. 
Jt cannot claim a fixed share, pre-determined and recurring 


month after month and year after year, irrespective of the state 
it gradually diminishes the national wealth by restricting the of business whether gain or loss. If the capitalist claims a share 
flow of capital in enterprises with high marginal efficiency of in production like other factors, then it must vary with the 
capital, irrespective of their usefulness to the people. 


variations in profits like those of other shares. 
Capitalists are not willing to invest their capital in so many 


Thirdly, other factors such as labour and organisation do 
useful enterprises all over the world simply because they are not hard work, spend their time and energies inthe process of 

| offered a higher rate of interest. Many useful and beneficial production and then expect their reward for the services they 
enterprises, which, if undertaken, would greatly increase the have rendered in production. Even after such a hard work, 
national (as well as international) wealth, are neglected because Organisation may not get any reward in case of loss in business. 
they do not offer higher returns to the capitalists. Thus interest, The capitalist, who does not work cannot claim a reward for 
by applying a brake to the level of investment, is likely to check idleness. Everyone in production has worked for a reward. 
production and, thereby,'growth of capital in a country. Besides, What about capital ? Itexpects reward merely for waiting, 
most of the capital is attracted towards the banks which could abstaining or for its imaginary productivity. In an economic 
have been invested in productive enterprises. Therefore, itis system, based On social justice and equity, such an unearned 
most desirable in the interest of social justice and economic 


income cannot be guaranteed. It can, however, be granted on 
development that interest should be abolished. 


the condition that the capitalist is prepared to share in profit 
Some people argue that capital is a factor of production and loss of the business. 


and, like any other factor, is entitled to a reward for its Ssef- als 

vices. We fully agree with this that every factor of production the institution of interest. It encourages many moral, cultural, 
has a right to a fair compensation. We will, therefore, consider social as well as economic evils in society. It inculcates habit of 
the claim of the capitalists for just compensation, In the first miserliness, selfishness, cruelty, love of money, greed for 


accumulation of wealth etc., among individuals. It spreads class- 
1. Keynes, op. cit., p. 344. struggle and class-hatred among people and checks the growth 
2. lbid., p. 352. of ideals of mutual help and co-operation. It prevents free 
circulation of wealth and, instead, encourages concentration of 


Then there are many other strong ethical arguments against 
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wealth in fewer hands which ultimately destroys the social. 
economic system of a country. Above all, it is basically OPPose4 


‘and 
to Sadakat (charity) which is one of the five pillars of the 


economic system of Islam. Therefore, Islam forbids practice (j, . 
taking or giving) of interest in a Muslim society. 


Chanter $ 


INSTITUTIONAL FACTORS 


A careful study of the doctrine of interest will show that 
the rate of interest is an inStitutional and conventional rather 
than a natural phenomenon in our economic system. The insti. 
tution of interest exists not because it is Something natural or 
inherent phenomenon of the modern society (or any society) 
but because it has existed there, for whatever reason, for some 
time. We maintain the institution of interest because we found 
it in existence in our Society 

The “‘moderns”’ freely criticise and condemn the old, and as 
they say, out-of-date dogmas of religion but they never say a 
word about interest. They regard the institution of interest aS a 
necessity for modern society because “‘the entire technical science 
of our age has been developed under the condition that some- 
thing must be paid for the use of capital.” They, therefore 


+ 
consider absolutely necessary that the institution of interest 
| must be kept alive at all costs 


A minute observation of the arguments of these people in 
upholding the conventional components of the economic system 


will show that their attitude is not very different from those 
who opposed the teachings of the Prophets in order to maintain 
the status quo. Infact such people oppose every change which 
seems to be against their interest. The Holy Qur’an has very 
clearly described the mentality of these people in the following 
: Verses + 


(a) “When Abraham asked his people as to what do they 
4, Cassel, op. cit., p. 109, 


- 
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d not exist 
economy. Under this system unemployment woul 

worship and that do they (the idols) benefit OF harm pecause there would never be any lack of effective demand. 
| them ? They said: Nay, we found our fathers doing Supply would create its own demand. 
| SO ., (26,-/ 70-74) Keynes was also of the opinion that high premium attached 


(5) “En reply to the Prophet Hud, his people said : 0 Hug to Money was mainly responsible for many of the ills of capita- 


thou hast brought us no clear argument, and we 


: Ate not jist! society including a high rate of interest. He maintained that 
| going to desert our gods for thy word.” (11 : 53) “the world after several millennium of steady individual 
| (c) *‘And to the Prophet Salih his people replied : O Salih saving, iS SO poor as it is in accumulated capital-assets, is to be 
: dost thou forbid us to worship what our fathers wo, explained, in my opinion, neither by the improvident propen- 
| shipped ?°’ (11 : 62). sities of mankind, nor even by the destruction of war, but by the 
| (d) “The Prophet Shuaib received this reply from his ‘high liquidity-premiums formerly ArT to the ownership of 
| | people : O Shuaib, does thy prayer enjoin thee that we land and now attaching to Roney 
| should forsake that our fathers worshipped ?” (11 : 87) Further he believed that ‘‘the low carrying-costs of money 


as we Know it play quite as large a part as high liquidity-pre- 
mium in making the money-rate of interest the significant rate. 
The fact that money has low elasticities of production and 
substitution and low carrying-costs tends to raise the expectation 
that money-wages will be relatively stable ; and this expectation 
enhances money’s liquidity- premium and prevents the exceptional 
correlation between the money-rate of interest and the marginal 
efficiencies of other assets which might, if it could exist, rob ihe 
money-rate of interest of its sting.’’2 
‘In their attitude towards property, Proudhon and Keynes 
bedr an interesting relation to One another. Their position 
involves a condemnation of all property income, the flow of 
Which is attributed to the artificial scarcity of capital assets 
caused by the restrictive tendencies resulting from the peculia- 
rities of money. Both writers see in monetary institutions and in 
the credit structure built upon them the principal cause of 
Seonomic difficulties. 
"Cassel is also of the opinion that scarcity of capital is the 
“cause of interest. And obviously scarcity is due to the restrictive 
‘practices of the monetary system and other conventional and 


Whenever any institution or doctrine well established ip 
any society is questioned, the people usually reply in more or 
| less the same way. And interest is no exception. People do not 
| like to abolish it or do without it because they have got used to 
| it as an integral part of their system. 


The rate of interest is an institutional and conventional 
rather than a natural phenomenon in our economic system. 
Many economists, like Cassel and Proudhon, hold similar views, 
Cassel was of the opinion that money enjoyed interest because 
of its special privileged position in comparison with goods. He 
looked upon money as ‘‘veil’’ and proposed to reduce money to 
the status of goods by introducing stamped money so that it 

would not be profitable to hold money and thereby exact interest, 
Proudhon also believed that interest was an institutional 
and conventional nor a natural or physical phenomenon in the 
system. He proposed an economic order based on competition 
and private property in which the elements of unearned income- 
interest and rent—would be eliminated. He proposed to replace 
the central bank of each country by the people’s bank. The 
basic purpose of the bank was to uniyversalise the bill of exchange 


7 ‘institutional factors. If this artificial scarcity of capital is some- 
and thus overcome the scarcity of money and credit. One of the Vedsuiny sri i-4 ; / ‘7 ; 
chief merits of this programme was that it would abolish the fikernencp cit 942 

preference for money over other forms of wealth, thus making | Perebnth De 


v9 ; 2, Ibid., pp. 237-238, 
full realisation of the potential productive capacity of the ie 
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institutional Factors 3 
how or other removed, accumulation of capital will soon | 


the rate of interest. oS Keynes also refutes therold conception of interest that it 


is a price paid to capital because: it is scarce, In his. opinion 

(his scarcity:is artificial and in.a properly run society the supply : 
can be increased considerably and the rate of! interest: reduced | 
to. an insignificant level approaching zero. He maintains that: 
“the only reason why. an asset offers a. prospect of yielding 


duting its life services having an aggregrate value greater than: 
its intitial supply price is because it is scarce ; and it» is kept: 


scatce because of the competition of the rate of interest on 
money, Ifcapital becomes: less scarce, the excess yield) will: 
diminish, without its having become less productive......at least: 
in the physical sense,’’}- 
According to Keynes, itis mot only the: scarcity of capital 
that will not let the rate of interest fall to a lower level but 
{here are other institutional factors which will also keep their, 
pressure in the Opposite direction. ‘‘It is Keynes belief that 
theoretical considerations, as well as observations of the. past 
behaviour of interest rates, show that the rate of interest will 
not fall sufficiently fast or sufficiently far to maintain that. level. 
of investment which can ensure full employment. The reason. 
for this belief flows from Keynes defination of interest ase 
amonetary phenomenon. The iate of interest is primarily~ 
determined by the quantity of money and by the. liquidity: 
preference. And the conditions influencing. these, two, factors 
can be shown to be unfavourable to a fall in the rate of interest 
to the extent necessary to ensure a ‘‘full employment’ rate 
of investment. Investment will tend to be pushed to the point 
at which the marginal efficiency of capital and the rate of 
interest are equal. The long-run tendency would be for, in- 
vestment to increase and forthe marginal efficiency of capital 
to decline. But the “stickiness” of the rate of interest frust- 
rates this tendency and restricts investment, Hence, not only 
is it theoretically possible that equilibrium. will be achieved 
at less than full employment; the balance of the numerous ~ 
1. General Theory, op. cit., pp. 203-204 factors involved is so delicate that the automatic achievement ~ 
2. lbid., 


——— —————— ; 
1. General Theory, op. cit.,p. 213, -_ 


Interest, according to Keynes, is only a conventional phemp. 

menon and is mainly influenced by the prevailing opinion as to 

its future. In his word,' “‘It might be more accurate, perhaps 1, 

| Say that the rate of interest is a highl y conventional, rather thay 
| a highly psychological, phenomenon. 


For its actual value r 
largel 


governed by the prevailing view as to what its value 
expected to be. Any level of interest which is accepted wit 
Sufficient conviction as likely to be durable will be durable: 
subject, of course, in a changing society to fluctuations for al 
kinds of reasons round the expected normal,” 


‘“It may, however, be pointed out that because the 
convention is not rooted in secure knowledge, it will 
not be always unduly resistant to a modest measure of 
persistence and consistency of purpose by the monetary 
authority. Public opinion can be fairly rapidly accus- 
tomed to a modest fall in the rate of interest and the 
conventional expectation of the future may be modified 
accordingly ;.thus preparing the way for a further 
movement...... up to a: point. The fall in the long-term 
rate of interest in Great Britain after her departure 
from the gold standard provides an interesting example 
of this; the major movements were affected by a 
series of discontinuous jumps, as the liquidity function 
of the public, having become accustomed to each 
successive reduction, became ready to respond to some 


new incentive in the news or in the policy of the 
authorities.’ ’2 


Thus, according to Keynes, the rate of interest is purely 
conventional and, if suitable methods are available, it can be re- 
duced indefinitely. And further because of the institutional factors 
working against it, a gradual reduction of interest by stages 
was, in his opinion, the most convenient and effective method, 
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of full employment must be regarded as the less probability. 

In other words, so long as the institutional factors IDVOlyeg 
are freely exerting their influence, the rate of interest wil! hot 
fall sufficiently fast or sufficiently far to maintain that leve) 
of investment which can ensure full employment. As a result, 
the equilibrium will be achieved at less than full employment 


when the rate of interest will be considerably higher than the 
If the institutional factors are prohibited 


expected zero rate. 
from their restrictive practices, equilibrium will be achieved 


at less than full employment, when the rate of interest will be 
zero. 

Keynes further adds that, ‘‘we have seen that capital has 
to be kept scarce enough in the long-period to have marginal 
efficiency which is at least equal to the rate of interest for 
a period equal to the life of the capital, as determined by 
psychological and institutional conditions. What would this 
involve for a society which finds itself so well equipped with 
capital that its marginal efficiency is zero and would be negative 


with any additional investment ; yet possessing a money system 


such that money will ‘‘keep’’ and involve negligible costs 
storage and safe custody, with the result that in practice interest 
oyment 
" 


cannot be negative; and, in conditions of full empl 


disposed to save.’’2 
“If, in such circumstances, we start from a position 


of full employment, entrepreneurs will necessarily make 
losses if they continue to offer employment on a scale 
which will utilize the whole of the existing stock of 
capital. Hence the stock of capital and the level of em- 
ployment will have to shrink until the community be= 
comes so impoverished that the aggregate of saving has 
become zero, the positive saving of some individuals 
or group being offset by the negative savings of 
Others. Thus fora society such as we have supposed 
the position of equilibrium, under conditions of laissez 


* 


—_———— — 


1. Eric Roll, op. cit., p. 496. 
2. General Theory, op. cit, pp. 217-219. 630 4 je 
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prevents the rate of interest from being negative, jp 
the shape of money which has negligible carrying 
costs. In fact, however, institutional and PSychologi. 
cal factors are present which set a limit much aboye 
zero to the practicable decline in rate of interest. In 
particular the costs of bringing borrowers and lenders 
together and uncertainty as to the future of the rate 
of interest, which we have examined above, set a 
lower limit, which in present circumstances may 
perhaps be as high as 2 or 14% on long term. If this 
should prove correct, the awkward possibilities of an 
increasing stock of wealth, in conditions where the 
rate of interest can fall no further under laissez-faire, 
may soon be realised in actual experience. Moreover 
if the minimum level to which it is practicable to 
bring the rate of interest is appreciably above zero, 
there is Jess likelihood of the aggregate desire to 
accumulate wealth being satiated before the rate of. 
interest has reached its minimum level.’”! 


‘‘The post-war experience of Great Britain and the U.S. 
are, indeed, actual examples of how an accumulation 
of wealth, so large that its marginal efficiency has fallen’ 
more rapidly than the rate of interest can fall in the 
face of the prevailing institutional and psychological 
factors, can interfere, in conditions mainly of laisse 
faire, with a reasonable level of employment and wit 
the standard of life which the eee condition of f 
production are capable of furnishing.” +3 
Keynes, after all this discussion, emphasises the fact t 


in the absence of institutional factors and restrictive pract 
of the monetary authorities, ‘fa properly run commn i 
equipped with modern technical resources, of which the pot 
lation is not increasing rapidly (and even if the pont tion 


is increasing rapidly), ought to be able to bring dows 
marginal efliciency of capital in equilibrium approxin mately 


—_—- 


ee 


1, General Theory, op. cit., pp. 217-219, 
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diminishes.” Thus, according to A. Smith, there js every 
possibility that the rate of interest will fall to a very low 
level, probably approaching zero, when humanity will attain 
maturity and its rate of accumulation will increase manifold. 
Ricardo holds the same views but according to him the 
principal cause of a decline in the rate of interest is the decrease whi 
in the productiveness of capital which results when it js of 
employed on inferior lands to meet the increased requirements ) in attributes a decline ir 
of society. ‘“‘If cultivation were extended,” he says, “to lands rOductive 
so unfruitful that the entire product obtained were required ypposition 
for the Jabourer’s subsistence, then interest would fall to zero. 
But that is impossible because the expectation of gain is the 
only motive for the accumulation of capital, and this motive 
becomes weaker as interest diminishes. Hence, even before zero 
is reached, further accumulation of capital ceases and with it the 
advance of wealth and of population.’’? 


“The competition of capitalists, which A. Smith consi- 
ders so important, can, according to Ricardo, only 
temporarily lower the rate of interest, because the ine 
creased quantity of capital at first raises wages in con | 
firmity with the well-known wage fund theory. But very 
soon labouring population increases in proportion to 
the increased demand for labour, and wages tend to 
sink to the former rate and interest to rise. A permanen ( 
reduction of interest is brought about by only o1 
situation. That is the situation which arises \ vie 
the means of support necessary for the incre: ed 
population can be obtained only by the cultivation 
of less productive lands and at increased cost...... only 
from time to time does the tendency of interest 10 
sink with progressive economic development experience oe 
check through improvements in agricultural techniqu , 
which make it possible to attain the same magnit de | 


1. A. Smith, Wealth of Nations. 
2. B. Bawerk, Vol. J, op. cit., p. 61. 
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any such vastly increasing produce from the greater pin! ddity it Ougut t 
application of capital. Every new machine or other st 08 t interest. Lendin 
great invention will usually require a fixation of he C call one and th 
capital for a certain average time, and may be capable operty in 
of paying interest upon it: but when this average eve that inte 
time, is reached, it fails to afford areturn to more He hen it will 


prolonged investments.’”! - | a ee 
to} . ns rac > to he mac - > 


According to this formula the rate of interest must tend © mac 
to sink towards zero and there are sufficient statistical facts, hon were of the 
ue paper money 


too, to confirm this conclusion historically. The only question bank 


able, to a corresponding di 


that can arise, and about which later economists have enter. ld be 
tained different views, is the actual cause of this tendency, thei jiscount, and that under conditio 
omt t was what they would do. It is 


’ - -z a ‘ = a af q= r _ “s 7 
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" . —S oe hn sree nl ath = * 


But at this stage we do not intend to indulge in this contro. 
versial problem. ) 
| he bank’s necessary holdings of c 


vr — =e 
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ag 


(a) French Economists | 2 IBV, Bi 3. 

According to Bastiat, as society progresses.........and ay tenet could fall 
Bastiat thinks of it as always progressing......capital continues 
to occupy a more and more disadvantageous position with 


regard to labour ;......the proof that the relative share ofc 


decreases Bastiat finds in the fact that the rate of intere 


tinues to grow lower as society advances.2 
Proudhon gave the idea of a surplus-value, arising fre 
exploitation of labour. Interest, rent and profits he 
have abolished. Credit, too, would be granted to eve 
helping reduce interest to its normal rate, which accor 
him is nil, All accumulated capital being social prope 
One can be its exclusive proprietor. Then the abuse of 


- 
J 
‘ 


property, said Proudhon, consists mainly in the ability 


tract income with labour. One of the most importa 
in which this is done is through charging of interest on 

If only everybody were able to obtain loans gratuitously 
exploitation would take place. Nor would there 
difficulty in establishing workers’ syndicates. He regard: 
as merely a medium of circulation. Following the canoni 


r,s 
° aa 


1. Jévons, op. cit. 4 
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IS necessary to fill the gap between seed time and harvest, (2)! : 

the longer the period, the greater the amount of waiting. But he “34 — 7 1 Pe Fa 

Seems to think that there isa general tendency in the direction | 

of shortening the period of production. The steadily j increasing he ; oikeranns tt 

speed of machinery cannot but accelerate the whole process of ee 

production and thereby diminish the quantity of Waiting chick Wdemend for and the sur 

necessary. It 1s, however, evident that this tendency cannot go ; 

much further and we will not be able to meet the increasing 

demand for capital in this way. This increasing demand fo, 

capital can only be satisfied, if there is a very low rate of mand { nev lo 

interest which will, of course, stimulate this increase (in capital) d *xpansion of 1 

beyond all doubts.! ea ) increase f 

We very often find, among the economists, the idea expressed 

that interest may, and probably will, sink to a very low rate or 

even become Negative. It is conceivable, we are told, that savings 
may increase ‘‘until the accumulation of capital reachesala 4 
point that interest becomes nominal, or even neo 
is acommon belief that the rate of interest has. a natui 
dency to fall. It has shown during the past two ar 
centuries, a decided tendency to fall and this should, , justi 
strengthen our belief and conclusion that Geeta it 
must fall still further until it becomes zero. 

In this connection Silvio Gessell went Tarai 
contemporaries and even modern economists.2’ He 
explained in another Section, that the growth of real 
held back by the» money-rate of interest, and if this 
removed the growth ofreal capital would be, in the 
world, so rapid that a zero money-rate of interest would probablj 
be justified, not indeed forthwith, but within? an ively 
short period of time. Thus the prime necessity is duce t 

money-rate of interest, and this, he pointed out, can b 
by causing money to incur carrying-costs just like oth f 


of barren goods. 
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We have no reason to believe, as some economists do, “that the 
diminution in the demand for durable goods which might resuj 
from this is confined within very narrow limits, and that, so fa, 
as division of labour goes, most industries have already reached 
the limits’’, Human ingenuity knows no limits and, as such 
continuous technical and technological progress in every field of 
industry is quite feasible. 

The problem as how to economise capital through continuoys 
use of the durable goods, has another aspect which has greater 
practical importaace in our age. A considerable part of the 
factories, collieries, mines, etc., is not worked more than from 

eight to ten hours out of the twenty-four. If the work in these 
factories were continued throughout the whole twenty-four hours 
on the three-shift system, it would involve a considerable 
saving in the use of durable instruments and therefore of capital, 
Such a plan would obviously obtain the same output witha 
little more than half the number of durable instruments and 
about one-third or more of the existing factory buildings, 
machinery and tools etc., would be available for other uses in 
new enterprises. 

‘Such an enormous abundance of capital cot i, 
not, however, fail to infiuence the market in favour of 
labour and to the disadvantage of the owners of capital. 
Or, in the terms here adopted, the abundant supply of 
waiting, in comparison with the demand for it, could 
not fail to reduce the price of waiting, i.e. the rateo 

interest.’”4 4 
Thus, in view of this enormous saving in capital thr 
more continuous use of the durable instruments of productic 
it is likely that the rate of interest would fall. 
(ii) Frequency of Employment 7 
This is another factor which has a great bearing on the. 
of interest. We have known from experience that “some durable 
goods, as for instance bridges, are physically capable ofy ielding 
an almost unlimited number of services ; but the ‘actual 


1. Cassel, op. cit., 103. 
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We have no reason to believe, as some economists do, “that the 
diminution in the demand for durable goods which might resy} 
from this is confined within very narrow limits, and that, so fay 
as division of labour goes, most industries have already reached _ 
the limits’, Human ingenuity knows no limits and, as such, 
continuous technical and technological progress in every field of 
industry is quite feasible. 

The problem as how to economise capital through continuous — 
use of the durable goods, has another aspect which has greater 
practical importaace in our age. A considerable part of the 

factories, collieries, mines, etc., is not worked more than from 
eight to ten hours out of the twenty-four. If the work in these 
factories were continued throughout the whole twenty-four hours 
on the three-shift system, it would involve a considerable — 
saving in the use of durable instruments and therefore of capital, 
Such a plan would obviously obtain the same output witha 
little more than half the number of durable instruments and 
about one-third or more of the existing factory buildings, 
machinery and tools etc., would be available for other uses in 
new enterprises. | 

“‘Such an enormous abundance of capital could, 
not, however, fail to influence the market in favour of — 
Jabour and to the disadvantage of the owners of capital. 
Or, in the terms here adopted, the abundant supply of — 
waiting, im comparison with the demand for it, could 
not fail to reduce the price of waiting, i.e. the rate of 


interest.’”2 cd 


Thus, in view of this enormous saving in capital through 


more.continuous use of the durable instruments of production, 
it is likely that the rate of interest would fall. 


Je 


(ii) Frequency of Employment | 
. ° . Te ~ 
This is another factor which has a great bearing on the rate 
of interest. We have known from experience that ‘‘some durable 
goods, as for instance bridges, are physically capable of yielding 
an almost unlimited number of services ; but the actual use 


1. Cassel, op. cit., 103, | , oleeg ie 


gc pnomic Factors and the Interest Trend 149 


ych progress is likely to be very extensive. And this will not 
al to adversely affect the demand for capital and thereby lower 


the rate of interest. 
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industrial organisation, undertaken in order to avoid the disas. 
trous effects of the tendency just referred to. The Cartels, trust, 
and other “‘combines”” of industrial enterprises have often bee, 
able to dispense with a considerable amount of the durab} 
instruments taken over.’”! 

““Hence it is fairly evident that there is great waste 


| (*) Concentration of Industry 
| 
| of capital traceable to deficiencies in the economic 


Now there seems to be a large movement in favour of big 
“combines” and merger of small industries into huge “‘giants’’, 
especially in the Western countries. This tendenc} towards 
«industrial concentration in many cases means better economy 
inthe use of durable instruments. In glove-cutting, a machine is 
used which does part of the work, the remainder being done by 
hand labour. One machine can keep 200 labourers at work, but 

it pays a Small employer to use a machine, even if he does ernaploy 

more than one or two cutters. This is sometimes, done, though it 

involves of course a great waste of waiting. Thus glovemaking 
affords an instance of an industry where greater concentration 
would mean a fall of the demand for the use of durable goods.’”! 

Thus economy and frequency of use of durable instruments 

resulting from the concentration of industry is likely to diminish 
the demand for capital and, consequently lower the price 

(interest) of capital. And it is most likely that the recent wave 

of automation will quicken the pace of ‘‘concentration’’. 


organisation of our present Society. There is also a 
large amount of waste which depends mainly on other 
| circumstaces ; for instance, a great deal of capital is 

| spent on useless and ill-advised experiments. It 1s, there- 

| fore, quite conceivable that we might reach a state of 

| affairs where a much better economy of capital would 

| prevail.’”* 

| This waste of capital can probably be avoided or at least 
| reduced bya better and more rational organisation of social 
| production and other important sections of the economy and 
thereby the demand for the use of durable goods and capital can 
be reduced. And, as there will always be room for improvement 
and betterment in human organisation, however, perfect they 
may apparently seem, this effect will continue reducing waste of 
durable instruments and, consequently, the demand for capital, 


(iv) Development of Technical Science (vi) Shortening the Period of Production 


There is a definite tendency in modern society in the 
direction of shortening the period of production. ‘‘This tendency 
is perhaps most prominent in the process of distribution. 
Modern methods of communication—such facilities e.g. as post, 
telegraph and telephone—tend to accelerate business opera- 
tions, while the steady increase in speed of transport shortens 
the time of actual distribution. There is, besides, in the retail 
trade a growing tendency to diminish the period of turnover, as 
consequence of the concentration of this trade in very large 
shops. But production, even ina more technical sense, is continu- 
ally being shortened through the extended use of modern means 
of communication and through the concentration of industry 


Development of technical and technological science provides 
ample opportunities of selection between different types of 
machinery for use in production. And there is a strong tendency 
towards the substitution of a cheaper and less expensive machi- 
nery for more expensive one. This will diminish the demand for 
durable instruments of production. ‘This arises from the 
possibility of attaining the same end by means of durable goods 

of a less expensive nature ; the substitution Of the Marconi 
system of telegraphy for that by cable being perhaps the mos, 
striking instance.”’2 

With rapid advances in technical sciences, the scope for 
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1. Cassel, op. cit., pp. 105-106. - 
2. Ibid., p. 113. 1, Cassel, op. cit., 115, 
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into large factories.’”! 

‘““There is, in the best. organised industries 
very little in the way of materials lying idle be. 
tween two different acts of production even if 
these acts have to be carried out in different factories 
perhaps at great distances from each other. A moder 
iron work has no large stock either of raw material o 
of their product ; yet there is a continuous stream of 
ore and coalentering, and of iron being turned out of 
it. This shows that the time which elapses from the 
movement when coal 1s found in the earth to that when 
it is consumed in the production of iron has beep 
shortened to the utmost, the increased reliance now 
placed upon all kinds of transport arrangements 
having probably contributed much to these and similar 
results. A great number of technical improvements haye 
been introduced for the very purpose of shortening the 
period of production ; and, in nearly all progressive 
methods, such shortening is more or less incidental. 
For instance, the steadily increasing speed of machinery 
cannot but accelerate the whole process of production 
and thereby diminish the quantity of waiting necessary,” 


‘‘A cain, there are, even in agriculture, some interest. 
ing instances of shortening. In Germany (and many 
other Western countries), the average age of cattle 
slaughtered is stated to have fallen steadily during the 
nineteenth century (and the 20th century) ; in the case 
of sheep, for instance, the decrease is reported to be 
from eight to ten years in the beginning of the century 


to two to three years at the end (and stilllessinthe | 


20th century). This tendency, which probably prevails 
in Other countries as well, implies a very considerable 
reduction in the period of production of meat. The 
steadily increasing supply of wheat from the Southern 


J. Cassel, op, cit., pp. 125-126. 


Hemisphere tends, so far as it goes, to diminish the 
| 


Economic Factors and the Interest Trend 151 


period of production of bread, reckoning from the 


moment of harvest, to about one-half.” 
‘It should be observed, finally, that businessmen 
are becoming more and more accurate in their calcula- 
tions, and, therefore, more anxious to adopt all schemes 
for shortening the process of production. An illustra- 
tion of this is afforded by the well-known fact that 
houses are now built ina much shorter period of time 
than was usual only a generation ago, and that, in the 
most advanced instances, all mechanical appliances are 
used to accelerate the work, electric light even being 
supplied to admit of night work’’. 
“In conclusion, we may say that economic develop- 
ment tends to reduce the time spent in production and 
thereby the total amount of waiting required for it’. 
This tendency towards shortening the period of production 
has recently grown stronger in all industries and every effort is 
now being made to reduce the time spent at every stage in the 
process of production as well as distribution, Rapidly increasing 
speed of transport, communication and other mechanical devices 
is affording every opportunity of accelerating the process of 
production, And it seems that modern trend towards shortening 
the period of production will never come to an end. 
(b) Supply of Capital 
We entirely agree with the common assumption that capital 
has a natural and necessary tendency to increase faster than the 
demand for it. And past history of man has shown that, in Spite 
of wars and other political and social disorders, accumulation of 
capital has been steadily, but surely, increasing faster than the 
demand for it. We submit the following few facts to prove our 
point : | 
(i) Capacity for Saving 
According to J, S. Mill, ‘“‘the amount of net produce, this 
excess of production above the physical necessaries of the 


1. Cassel, op. cit., pp. 126-127. 
2. Ibid, p. 128, 
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producers, is one of the elements that determine the AMOun, 
of saving. The greater the produce of labour after SUPPOrin 
the labourers, the more there is which can be saved. The Same 
also partly contributes to determine how much will be sayeg » 

In other words, it is the capacity for saving which deter 
mines the supply of capital. In the words of Cassel, it js “the 
surplus Of the produce of a society over and above the Necessa. 
ries which such a society must consume in order to maintaig jj 
actual standard of efficiency. So much is, of course, Never 
saved ; still this capacity for saving has a great bearing op jy, 
actual volume’’.2 

A survey of the last 24 centuries shows that capital has, 
natural and necessary tendency to grow faster than the demanq 
for it. Growth of capital, excepting war periods, has been steady 
and continuous since the early 18th century. And there js po 
reason to believe that it will not continue to accumulate at the 


same rate, if not greater, in the future. 
(ii) Desire for Saving 


It is said that the strength of this desire depends upon the 
degree of security of life and property. In primitive societies, 
very little thought was given to the provision for the futur 
mainly because of the extreme insecurity of life and property in 
those societies. ‘‘And security of property as well as life 
increases, habits of prudence and foresight begin to develop, 
Some weight is now attached to future needs, and such needs are 
even provided for, so far as they do not interfere with the more 
urgent needs of the present. At higher stages of development, 
more and more distant needs are taken into consideration, and 
the relative importance attached to them increases’’.? 

In view of the great significance (economic as well as social) 
of this factor, the Holy Qur’an gives top priority of the protec 
tion of life and property on its list of commandments. It const 


ders it one of the foremost duties of the faithful to respect and 
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1. Principles of Political Economy, Book I, Ch. XI ;1, 
2. Cassel, op. cit., p. 138. 
3. Ibid., pp. 139-140. 
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cotect the life and property of every human being in society. 
The injunction is very clearly stated in the following verse of 


ihe Holy Qur'an : 
“Q you who believe, eat up not your property 
among yourselves—nor kill (or destroy) yourselves”. 
(4 : 29) ) 
The Muslim society is, in fact, the custodian of the life and 
property of all its citizens. And it is regarded as a religious duty 
of every Muslim to protect the life and property of every mem- 
ber Of the community like his Own. Asa result of this sanctity 
of life and property in a Muslim society, the people feel safe 
and secure and think of the future needs and the provision for 
them. The Holy Prophet emphasised this fact in very strong 
words in his address to the Muslim Nation at the time of his 
Last Pilgrimage. | 


‘In his well known address on the occasion of his 
last pilgrimage to Mecca, the Holy Prophet enunciated | 
some fundamental principles of an Islamic State. One of 


them was: 


“Most surely, your life, your property and your 
honour are as sacred as this day of “hajjy” (pilgrim- 
age)’. This declaration of fundamental human rights  — 
binds an islamic State to scrupulously safeguard the 
life, property and honour of all its citizens,”’! is n 
Now this general trend in the development of the human 
mind, as a result of increased security of life and property and 
higher education, may be regarded as ahistorical fact, from 
which it can be very well deduced that “this trend will go on in 
the same direction ‘fad infinitum.’’2 Cassel thinks that it, 
must slow down very greatly because a rise in the estimation of 
future needs obviously cannot go beyond a certain limit. But 
what is that limit, and who is to determine that limit 2° Cassel 
does not answer these questions. ads. 


; Ji ri 
1, Abul ‘Ala Maududi, Islamic Law and Constitution, p.287, Poe 
2, Cassel, op. cit., p. 140, SRL on eel 
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The fact is that the people are now more educated; they have 
more foresight and consideration for the more distant needs. 


they like to make provision for their old age, for unforeseey 
circumstances, accidents, education of their children etc, The 
realisation of all these factors is gradually increasing and jg 
bound to affect (i.e. increase) the supply of capital in future, 

It seems very surprising how Cassel arrives at a conclusion 
which not only is fundamentally opposed to our past experience 
of 24 centuries but is quite contrary to the general trend of 
modern life. He argues like this, ‘‘although the progress of 
civilisation has been marked hitherto by the continuous growth 
in the desire of providing future needs, it would be wrong to 
assume that this growth is unlimited.” 

If there has been hitherto a continuous growth of capital 
more than the demand for it, there is no reason to believe that 
it will not continue in the same direction in future, 


(iii) Average Length of Human Life 


Cassel believes that in general shortness of life has an 
adverse effect on the supply of capital and, hence, on the 
rate of interest. In other words, it discourages the growth 
of capital in the community and thereby raises the rate of 
interest and vice versa. In his words, ‘“‘there 1s, in fact, an 
intimate connection between the average length of human life 
and the rate of interest. In astate of war, of internal disorders 
or general insecurity in regard to life, or in bad climates, the 
probable length of life is short, and the rate of interest has 
always, under such circumstances, been high; though other 
forces have, certainly, contributed to that result, it cannot be 
doubted that the shortness of life has been an essential factor— 
In other words, a substantial increase in the average length of 
life would in all probability be followed by a fall in the rate of 
interest,’’2 
In the last century and a half, there has been substantial 
increase in the average human life in the Western Wor]d. In the 
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1. Cassel, Op. cit., p. 143. 
9, Ibid., p. 152. 
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early 19th century the average life was definitely lower than 30 
years but has now gone up to over 60 years. In the U.S.S.R. 
this standard average age has been attained in the last 30 years. 
With rapid improvements in medical facilities, diet, working and 
living conditions and standard of living, the average length of 
life is steadily increasing all over the world. And if Cassel’s 
hypothesis, that an increase in the average length of life increases 
the supply of capital and thereby lowers the rate Of interest, is 
correct, then the modern trend ofa steady increase in the 
average life will gradually increase the supply of capital and 


lower the rate of interest to a very low level, probably approach- 
ing zero, ) , | ¢ SH) “IOs 


(iv) Rate of Interest and Saying af 
According to Classical economists, a fall in the rate of 
interest tends to lower, while a rise tends to raise the supply of 
capital. But Keynes and most of the modern economists have 
strongly rejected this view that a high rate of interest is necessary 
for inducement to save. ‘The fallacy that a low rate of interest 
discourages savings has been thoroughly exposed by the experi- 
ment of the last war when the U.S.A. was able to save much 
more at 1°/, than it ever could during higher rates of ‘interest. 
The modern economic theory has shown that savings are not 
determined by the rate of investment, but on the contrary they 
are determined by the rate of investment. The most commend- 
able and praiseworthy feature of the Islamic Theory is that by 
abolishing interest it encourages investment to the furthermost 
possible limit and thus provides adequate safeguard for the 
accumulation of savings which are the result of investment. In 
this connection the observation of Keynes are again very interest- 
ing for he fully corroborates and conforms to the view put forth 
by Islam some fourteen centuries ago.””! | igh int 
In the opinion of Keynes, “the justification for a moderately 
high rate of interest has been found in the necessity of providing 
a sufficient inducement to save. But we have shown that the _ 
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. | 
extent of effective saving is necessarily determined by the scale of | 
investment and that the scale of investment. is promoted by 
a low rate of interest, provided that we do not attempt to stimy. 
late it in this way beyond the point which corresponds to fy) 
employment. Thus it is to our best advantage to reduce the rate 
of interest to that point relatively to the schedule of the margina] 


rich out of their superfluity and is not at all influenced by the 
rate Of interest. Besides, as we have learned from our past ex- 
perience, the supply of capital coming from the savings of 
institutions and sinking funds is more than enough to meet our 
demand in the existing conditions. And he thinks that the 
growth of capital is more impeded than increased by the abstinence 


i | 


efficiency of capital at which there is full employment.’ | of the rich in the modern times, as is commonly believed. 
Keynes further adds that ‘-interest today rewards no genuine | And finally, Keynes adds that “people invest not for income in 
sacrifice. The owner of capital can obtain interest because the way of interest but for speculative gains and capital apprecia- 
capital is scarce, just as the owner of land can obtain rent tion. Speculation in productive investments would continue 
because land 1s scarce. But whilst there may be intrinsic reasons regardless of the interest rate and even through interest was non- 
for the scarcity of land, there are no intrinsic reasons for the existent.’’! 
scarcity of capital. Any intrinsie reason for such scarcity, in the Keynes yr ee that, since the publication of Professor 
sense Of a genuine Sacrifice which could Only be called forth by ] Cassel’s Nature and Necessity of Interest, it has been agreed 
the offer of a reward in the shape of interest, would not exist, in “that it is not certain that the sum saved out of a given income 
the long run, except in the event of the individual propensity to necessarily increases when the rate of interest is increased, 
consume proving to be of sucha character that net saving in whereas no one doubts that the investment demand schedule falls 
conditions of full employment comes to an end before capital with a rising rate of interest.’’= 
has become sufficiently abundant (this will not happen ina After examining scores of tables showing incomes and the 
Muslim state where Zakat will maintain individual as well as rate of interest, Cassel concludes that ‘‘we have seen that the fall 
social propensity to consume and level of investment at an of the rate of interest, say from 6 to 3°/, must have weakened the 
appropriate level as explained in another section), But evenso, desire of saving in some people, while stimulating it in others. 
it will still be possible for communal] saving through the agency It is, therefore, reasonable to assume that it has had no very 
of the state to be maintained ata level which will allow the considerable effect on the actual accumulation of capital. ina 
growth of capital up to the point where it ceases to be broad sense it might be said that capital is just as willingly sup- 
scarce,’’! | plied at 3°% as at 6%.”3 
‘“‘I see, therefore, the rentier aspect of capitalism L Pareto, another famous ezonomist, is also of the opinion 
as a transitional phase which will disappear when it has that saving is not affected by the rate of interest and will con- 
done its work—thus we might aim in practice (there tinue to increase even if the rate of interest falls to zero.4 
being nothing in this which is unattainable) at an .s ; 
increase in the volume of capital until it ceases to be (vy) Conclusion 
scarce, so that the functionless investor will no longer The demand for capital is undoubtedly increasing with the 


339 


receive a bonus, 
Keynes further stresses his point that a very large propor- 
tion of the growth of the capital comes from the savings of the 


growth of population, “the spread of civilized wants to all 


1. General Theory, Op. cit., p. 169. 
2. Ibid., p. 182. 

1. General Theory, op. cit., P- 375, 3. Cassel, op. cit., pp. 155-156. 
2. lbid., p. 376, 4, Gide and Rist, op. cit., p. 732. 


| 


et od eS Oa ee 
tt RARER KS See wy ee 


| i al oo" ~ =- 

Oe _— 

yy oe awa ee 
oo a 2 


158 Piacoa ' 
~Conomic Doctrines of Islay 
classes .of population, and to al] nations, and the higher deve 
ment of such wants through the progress of science”. aa i 
are also forces working in the economy which tend to ec ie 
the use of capital through the continuous use 
employment. of the durable instrument. 


shortening the period of production. 


and frequency of 
better Organisation, 
concentration of industry 


CL Cr i ecictent - - 
Ihe principal tendency on the supply side, on the othe, 
hand, is the steady growth of social] Productivity and the cop. 


sequent growth of the component of saving. And the overal| 
effect of the growth of social productivity and the desire for 
Saving, In spite of wars, political, social and economic 
and the rise in demand for capital, has been 
continuous growth of capital in our society. 
Cassel thinks that ‘‘this tendency has its natural limit: 
it is best characterised as a rising estimation of future needs 
in comparison with that of present needs, and must therefore 
necessarily come to a stop when future needs have reached the 
same level of estimation with present ones.’”2 
We do not understand his logic in refuting the long. 
established historical fact of a remarkable growth of the desire 
to save without giving any convincing arguments against such 
a strong tendency. And without showing any precedent, past 
or present, in support of his views, he insists that we are already 
near to such a state of things, 

But even Cassel, who very strongly supports the opposite 
view that increasing productivity will be, to a considerable 
extent, counter-balanced by the greater consumption resulting 
from the growth of population, is forced to admit the possi- 
bility of the growth of the capacity for saving. He says, “that 
it seems probably that there will for a long time to come, be 

increase in the capacity for saving.’’? 
We can quote leading economists from almost all countries 


> disorders 
in the form of 


in support of our view that the growth of capital will continue, 
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in spite of the increase in demand, for a long time to come. 

Most of the economists agree that capital will continue to 
‘acrease tapidly and if the restrictive tendencies and practices 
resulting from the peculiarities of our present monetary system 
and international wars are kept under control, it will increase 
at a much faster rate. 

According to F. A. Walker, ‘‘despite the urgent and ever- 
recurring demands for the consumption of wealth in various 
forms of self-indulgence ; despite the occasional reversal of 
the course of accumulation in the occurrence of war; despite 
all the efforts of mis-governments and social disorders, wealth 
tends strongly tO increase. Since the application of steam 
power to manufactures and transportation, this rate of increase 
has been so great as even to transcend the demand for the 
uses of wealth i in undertaking new industrial and commercial 
enterprises, add thus, with some temporary exception, interest 
has tended to decline. + . 
~ Some economists have gone to the length of saying that 
accumulation of capital will make it necessary not only for 
the rate of interest to fall to zero but also to pay for its 
employment just : as you pay an agent for farming land in hand, 
ora ‘caretaker. They argue that, “itis a distinct advantage 
to those who wish to make future provision to have wealth 

kept for them until such time as it is most convenient to con- 
sume it-—and " in case of a glut of capital for industrial 
purposes, it might be necessary to pay for this employment, 
just as you pay an agent for farming land in hand, or a care- 
taker for Jiving in an unlet house.’’2 

Many economists support the above view. | Professor 
Marshall, in a note to his chapter on “Interest of Capital’, 
points out, “how small a modification of our own world would 
be required to bring us to another in which the mass of the 
people are so anxious to provide for old age and for their 
families after them, and in which the new openings for the 
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1. Reading, op. cit., p. 668. 
2, Foxwell, Journal of the Institute of Bankers, 1886, 
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The problem is now what is the explanation of th; 
decline in the rate of interest ? Can jt be explained by 
(2) changes in the Marginal Productivity of Capital, Or 
(5) the Supply and Demand for Money, or 
(c) the Supply and Demand for Loans ? 
Let us begin with the first part of the question. 


(a) Real Factors 


In this section an effort will be made to show how far the 

available historical evidence is consistent with explanation of 
secular fall in the rate of interest by real factors (Marginal Pro- 
ductivity of Capital). According to the Marginal Productivity 
Theorists, the rate of interest is determined by the marginal pro. 
ductivity of capital and, if there is any change in the latter, it js 
expected to affect the former. In order to find Out the causes 
which might have been responsible for the secular fall in the rate 
of interest, we must analyse the following two determinants of 
the marginal productivity of capital. 

({) Accumulation of Capital, (i/) Improvements in the 
Technique of Production. Accumulation of capital might have 
led to the decline in the marginal productivity. Improvements in 
technique, however, if of a labour saving character, could have 
the opposite effect. 


(b) Liquidity Preference Approach 


In this section an effort will be made to show whether the 
available evidence is consistent with the explanation of secular 
fall in the rate of interest by the liquidity preference approach. 

According to the liquidity preference theory the rate of 

interest is the ‘‘price’’ which equilibrates the desire to hold 
wealth in the form of cash with the available quantity of cash. 
In other words, liquidity preference is a potentiality or func- 
tional tendency which fixed the quantity of money which the 
public will hold when the rate of interest is given. Thus the 
total quantity of cash which people prefer to hold in relation to 
the total stock of cash will derermine the level of the rate of 
interest. The larger the quantity of cash people wish to hold, im 
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gjation to the total stock of cash, the higher W ill be the Rie: a 
.sterest and the smaller the stock of cash which they wis 
hold, the lower will be the rate of interest.* . 
The primary purpose why people hold cash is because of (7) 
he transactions-motive, (ii) the precautionary-motive, and (iii) 
the speculative-motive. But the crucial variable, which is most 
jikely to affect the cash holdings of people of those times, was 
the transactions-motive. lt consists in the need of cash for 
current transactions of personal and business exchanges. If the 
scope of these transactions increases the demand for cash will 
accordingly increase and vice versa. Thus the strength of this 
motive Which will determine the total demand for cash and hence 
the level of the rate of interest, depends at any time on the total 
number of transactions to be ‘performed.2 Therefore, it is 
necessary to examine those factors which constituted demand for 
money at that time. 
(c) Loanable Funds Approach 


- According to the loanable funds theory the level of the rate 
of interest depends on the demand and supply of loanable funds. 
If the demand for loanable funds exceeds the supply, the rate of 
interest will rise, and if, on the other hand, supply is in excess of 
demand for loanable funds, the rate of interest will fall.s 
18th Century 


_ The description given by the historians of the wealth and 
riches of the people and of the conditions of the money market 
gives the impression that the total quantity of money in circula- 
tion was very large during the first half of the 18th century. The 
stock of cash in the country was further augmented by the influx 
of gold from India and the Continental countries and by imports 
of large quantity of foreign coins. And, as the business require- 
ments of the time were not very large, the total demand for cash 
from transactions-motive was not as large as the existing stock of 


|. Keynes, op. cit., pp. 166-168. 
2, Keynes, op. cit., p. 170, 
3. Robertson, op. cit., p. 3, cO7) 
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cash, with the consequence, the money rate of interest fell. In 
these circumstances, the people would have invested some of 
their cash holdings, over and above their transactions- demand ip 
Government Securities which must have led to the fall in the 
bond rate of interest. 

Credit expansion of the banks and other credit institutions, 
which were now overflowing with deposits, could have further 
eased the situation in the bond market and thereby led to the fall 
in the rate of interest. 

AS a result of this fall in the rate of interest, capital must 
have been diverted to less profitable enterprises, which would 
have led to the fall in the marginal productivity of capital. 
Thus we find that the excess of cash in the money market helped 
not only to lower the money rate of interest but also led to the 
fall in the bond rate of interest which stimulated investment even 
in less profitable enterprises and, consequently, lowered the 

marginal productivity of capital. 

The rise in the rate of interest during the second half of the 
18th century was mainly due to heavy Government borrowing in 
the three most expensive wars of the century. The vast growth 


of National Debt, by increasing the supply of Joanable funds, 
impaired the confidence and good-will of the British Goyern- 
ment and thereby lowered the demand and value of securities 


and thus raised the rate of interest. Besides, increase in the 


demand for consumption and investment goods, due to high 
Government expenditure, raised the price level which further 
reinforced the upward pressure on the rate of interest in the 
bond market. And, as the wars had increased the business 
activity, owing to the growth of war industries, the incomes and 
purchasing power of the people had also increased in the same 
proportion, resulting in the rise in the demand for cash for trans- 
actions-motive and hence rise in the rate of interest. i6 
With the increase in investment opportunities in high-yield 
wartime industries, the marginal productivity of capital had also 
risen in those years. As a result, the demand for loanable funds 
must have greatly increased and, quite likely, diverted capital 
from fixed-interest securities which appeared Jess attractive in 


. 
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great demand for investment in the high-yield commercia} and 
industrial enterprises. , 

Ihe major factor which seemed to have influenced the move. 
ment of the rate of interest during 1850-73 was Government 
borrowing for war purposes which put heavy strain on the 
British market. The majn reason why the rate of interest did 
not rise under the great pressure of war demands was that 
Consols were still valued more as a safe investment than the 


industrial stocks. As a result, the rate of interest remained almost 


Steady during those years. It also seems likely that the increas 


in the demand for cash was equally matched by the increase ip 
the supply of money. 


If, on the one hand, rapid expansion of 

business transactions had increased the demand for cash, large 
imports of gold from the new mines in Australia and California, 
on the other, had greatly increased the supply of monev which 
was evident from the large rise in the bank deposits and circula. 
tion of coins in Great Britain. 

The influence of the real factors predominated in the early 
years of 1873-96. With the arrival of peace and slackening of 
foreign investments, the rate of growth of capital increased faster 
than in any previous period in Great Britain. The result wasa 
fall in the marginal productivity of capital, leading to a reduced 
demand for funds for industrial purposes. The fall in industrial 
profit-margins made Consols more attractive than industrial 

stocks with declining future prospects. 

Besides, the supply of loanable funds in the money market 
had considerably increased due mainly to the cessation of war- 
time borrowing and slackening of foreign investments which 
released enormous supplies of funds for private investment, and 
to the extensive credit expansion by banks and financial institu- 
tions. At the same time, as business was more or less slack 
relative to the previous or the following years, the demand for 

cash for transactions-motive declined. The result wasa fall i 


the rate of interest in the last quarter of the 19th century. 


20th Century 


The rise in the rate of interest in the beginning of tht 
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tury was ascribed to the revival of business at home. The 
zi following the Great Depression wefe characterised by anew 
a of confidence and business expansion. The important: 
Smtiont relating to clectricity, chemistry and automobile by 
ereasin the marginal producivity of capital and thereby 
facilitating the development of iron and steel industries; further: 
stimulated the business expansion in the country, In conse- 
quence, the demand for liquid funds substantially increased and) 
led to the rise in the rate of interest. It seems most probably | 
that the expansion of business transactions at home, accompanied 
py an increased demand for cash, assisted in the upward trend) 
in the rate of interest during those years... ; 
The demand for loanable funds for the South African War) 
(1899-02) and later the Russo-Japanese War (1904—5) main- 
tained pressure in the British money market. Though the demand. 
for funds for foreign investment after 1907 was predominant, 
the role of armament industries in increasing the pressure was 
also very significant. During these years the activity in the 
home market had been kept alive by the ship-building, iron and’ 
steel and other industries connected directly or indirectly with 
armament. ia ag: 
And as more and more of loanable funds were diverted to 
finance the wars and foreign markets, the growth of capital at 
home was adversely affected. This must have raised the marginal 
productivity of capital, The extension of business transations 
beyond the national barriers on a very large scale must have also 
increased the demand for cash in general. As aresult, the rate: 
of interest went up. | 
The gap between the two World Wars (1920-1935) witnessed 
a rapid growth of deposit banking and joint-stock banks in the 
country, Besides, abundant supplies of capital were released 
from the World War I, which were now available for private use, 
Thus increasing amounts of funds, previously blocked by war 
industries, were now being utilised in industrial and commercial 
enterprises, The abundant supplies of funds now found floating 
in the money market must have lowered the rate of interest. 
This must have further stimulated business enterprise and, 
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consequently, lowered the marginal productivity of capital. The 


low cost of living must have also reduced the demand for Cash 
at that time. In consequence, the rate of interest fell during thi 
period, 

After mid-thirties preparation for World War II absorbeg 

huge amounts of British capital. A very large proportion of capj. 
tal was diverted into war prepartion. This pressur of demand fo, 
funds on behalf of the British Government helped to raise the 
rate of interest. The pressure of war-time borrowing also 
checked the growth of capital and thereby raised its margina| 
productivity. The rising cost of living could have further 
helped in raising the demand for cash. As a result, the rate 
of interest rose after 1935 and continued rising even after the 
post-war years. 


The Trend in France, Germany and the U.S.A. 
during the 19th Century 


The study of the movements of interest rates in these coun- 
tries reveals a very close similarity in the trends of interest. 
The trend was almost identical in the U.K. and France. The 
level of interest rates in both the countries was very high during 
the Napoleonic Wars, especially in the latter where it was as 
high as 8.59%. This high rate of interest was caused by the 

great pressure Of wartime demands on the resources of these 
countries. As the pressure of war was more axhausting for 
France, where the actual fighting took place and destroyed the 
economic structure of the country and the little capital that 
it had, the rise in the rate of interest was more pronounced 
than in the U.K. The high level of interest was maintained 
till the twenties when the cessation of war released large quan- 


tities of funds for private investment which helped to lower 
the rate of interest. The decline in the rate of interest must 
have pushed capital in less profitable enterprises and conse- 
quently, lowered its marginal productivity. 

The fall of interest was more marked in France than in the 
U.K. because of the profound influence of the large supplies 
of capital which became available after the war, The falling 
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«rend was arrested both in France and the U.K. in ‘the middle 
of the forties owing to the high-yield enterprises, like railways 
which raised the marginal productivity of capital. } 

The main trend of interest, as indicated by the U. Ss. A. 
39/, loan and railway stocks, was quite similar to that of France 
and the U. K. There were, of course, some deviations from 
the main trend, the first was that the fall of interest in 
the U.S.A., unlike that of France and) the U:K.;~ was 
continuous from the beginning of the 19th century. as 
{Here was no extraordinary pressure of war demands 
which had raised the rate of interest in the latter two countries. 
Secondly, the rate of interest rose in the U.S.A. during 
1835-42 when it was. falling in the other two countries. . This 
was primarily due to the great demand for funds for railway 
building in the U.S.A. The pressure of railway. building 
increased demand for funds «in: the, home. market while the: 
capital imports from the Continental countries dwindled almost 
toan insignificant figure Owing to their internal: demand for 
funds for railway building. The consequent excess of demand 
over supply of funds in the U.S.A. money market raised the 
rate of interest during 1835-42. But, on’ the whole, the main 
trend of interest was nearly similar, particularly’ so in the 
case Of France and Great Britain,’ in the Ast half of EX, 
19th century. 

During the scond half of the 19th century the main trend 
of the rate of interest in almost all the industrial countries, in-. 
cluding France, Germany, the U.K, and the U.S.A., was more or, 
less identical. The rate of interest fluctuated within nafrow limits 
and showed no definite trend during 1850-71 ; the average rate of, 
interest was 3.17% during 1851-60 and 3.27%, during 1861-70 in. 
the U.K. ; 4.34% and 4.42% in France ; 4.07°/, and 4.11°/ oF in 
Germany during the same period. The identical movements of 
interest in these countries were probably owing to somewhat 
similar conditions affecting the supply and demand for funds. 

~ Qn'the one hand; development of joint-stock banking and 
the increased supply of gold, from the new gold mines of 


California and Australia, had greatly helped in adding to 
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the supply of Joanable funds. ; while, on the other. the pressure 

of Government borrowing for war purposes and of railway 

building, had substantially increased the demand for funds. 

If the supply of loanable funds had not increased as fast. 
the rate of interest, under this pressure would have risen very 
high ; but it remained quite stable for some time because of 
the equality of forces affecting the demand and supply. 

The U.S.A. was not directly. involved in the European 
wars and, therefore, the pressure of demand for loanable 
was not so great in that country. The increasing supplies 
of capital which were forthcoming from inside and outside 
the country helped to lower the rate of interest. The fall 
continued till 1863 when the pressure of Government borrowing 
in the Civil War led to the rise in the rate of interest. 

In the last quarter of the century the main trend of interest 
in the U.S.A. was in line with that of the European countries. 
The rate of interest was falling in all these countries; the 
average rate being 3.17% during 1871-80 and 2.93% during 
1818-90 in the U.K. ; 4.59% and 3.659%, in France ; 4.24% and 
3.799, in Germany and 6.45% and 5.11% in the US.A. 

during the same periods: The pressure of wars had ceased and 
railway building had’slackened which made available enormous 
quantities of funds for other enterprises. This must have 
lowered the marginal productivity of capital. Besides, rapid 
industrial development gradually lowered industrial prices and 
profits and, consequently made industrial stocks which not 
only decreassed the demand for funds but also released abun- 
dant supplies of unused funds in the money markets of these 


countries. In consequence, the rate of interest declined. 


funds 


The Main Trend of Interest in France, Germany 
and U.S.A. in 20th Century 


The 20th century witnessed a remarkable similarity in the 
main trend of the rate of interest in these countries, The 


rate of interest steadily rose from the end of the 19th century 
to the end of the World War I almost 


in identical manner, 
Even the short-period fluctuations, 


resulting from the trade 


Economic Doctrines of [slam 


7 
f 


al 


Secular Trend i in the Rate of Interest 173 


cycles, were syne or less similar, with the exception of minor 
differences owing to local conditions of each country. 

The. main factor responsible for the rise in the rate of 
jnterest was the extraordinary pressure of war loans (foreign 


as well as home) which had been pressing the money markets 


of these countries. This excessive demand for loanable funds 
raised the rate of interest and slowed down the internal growth 
of capital accumulation, resulting in the rise in the marginal 
productivity of capital. The pressure of foreign demand for 
funds Was probably accompained by rapid expansion of business 
transactions which must have increased the demand for cash 
aswell, — 

With cessation of hostilities and gradual return to peaceful 
conditions, the pressure of Government borrowing eased the 
money markets of these countries. The supply of loanable 
funds, previously demanded by war-time industries, was now 
available for use in private industries. This helped in extending 
investments even in less profitable enterprises which resulted 
in the fall in the marginal Productivity of Capital. With the 
consequence, the rate of interest fell between the two Wars in 
all these gountries. 

But as the clouds of World War IL darkened the horizon, 
the pressure of Government borrowing increased very rapidly 
and pushed the rate of interest upwards. Atthat time high- 
yield Government bonds were too attractive in comparison 
with low-yield industrial stocks, with the result the marginal 
productivity of capital rose very rapidly. Besides, with in- 
crease in war time business transaction and high cost of living, 
the demand for cash increased considerably. All this led to the 
tise in the rate of interest. 


Concluding Remarks on the Secular Trend of Interest 


A study of the secular trend in the interest rates in the 
‘UK., the U.S. A., France and Scrmany during the last 24 


at a shows : 


Firstly that there was a gradual fall in the Tate of 
mr during normal periods of time, undisturbed by war 
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Here Y =_ the rate of interest | 
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The line of regression is 
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This line of regression is shown in Graph IV on jth 
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‘A B’ is the line ‘of regression which indicates the trend 
interest during 1710—1956 as represented by curve ‘A’ in the 
Graph on page ? 
Similarly it can be proved that the trend of the rate ; 
interest in other countries, such as the U.S.A.; France alt 


Germany was also downward during this period. 
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(a) Growth of Population 
So long as population (and the standard of living) goes on 
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increasing, the demand for consumption and 
will continue rising. The dem 
roads, railways, bridges, 


production £00ds 

and for useful services, such as 

| water and electric supply and Similar 

other utility projects will certainly increase even in the Mog 
industrialised countries of the world. 

This tremendous increase in the demand for useful and 
advantageous services could never be satisfied at the prevailing 
rate of interest. It is, therefore, likely that the social pressure 
for the acquisition of multifarious services, advantageous tg 
society but not very profitable owing to their low marginaj 
productivity, will break down the conventional institutiona} 
barriers and force the rate of interest down to a level approach 

ing zero at which the level of investment will be sufficiently high 
to satisfy the increasing demand. 


(b) Under-developed Countries 


With the spread of civilised wants to all classes and to all 
nations, the demand for goods will further increase. Backward 
and under-developed countries of Africa, Asia and South 
America will gradually develop and industrialise on, more or 
less, the same. pattern as the West, This will create further 
demand for more public utility services and other advantageous 
projects in these countries. The development schemes and other 
technical possibilities in these countries will never be realised 
unless the rate of interest is substantially reduced to make them 
profitable. Time will prove that the force of public demand for 
essential services and utility projects is much greater than the 
so-called conventional and restrictive monetary practices which 
keep the rate of interest high. 

These restrictive practices will, in the end, yield to the 
pressure of social services and interest will, therefore, be forced 
down to the level at which the rate of investment will lead toa 
minimization of social welfare. 

There are innumerable socially advantageous enterprises 
which are not being undertaken at present because of their 
lower marginal productivity in relation to the prevailing rate of 
interest. Among other useful new enterprises are de-salting sea- 
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water and the control of nuclear fusion which offer an inexhau- 
sible source of irrigation and energy respectively. How long the 
conventional practices are going to block the progress of 
humanity, it is very hard to tell. But this cannot go on for ever. 
social pressure is bound to bear fruit in the long run when these 
projects will become practical possibilities owing to fall in the 
sate of interest. 


(c) Problem of Unemployment 


Though the problem at present is not very serious in the 

“industrialised countries of the West, with more automation and 
increasing use of labour-saving machinery, when millions of 
Jabourers will be rendered unemployed, it is bound to become 
yery actue. The problem is already becoming serious in some of 
Western cOuntries and within one or two generations, it is 
likely to become one of the most acute problems in the Western 
world. And as the Western type of industrialisation is spreading 
to the Eastern and African states, they will face the same situa- 
tion a few generations later. As a result, capitalist society will 
be faced with a very grave situation, which will be the outstand- 
ing fault of the economic system in which we live. 

The most effective method of solving the problem of under- 
employment equilibrium is to stimulate investment so that many 
more new enterprises are undertaken to provide sufficient work 
for the idle population of the country. But this can only be made 
possible if the rate of interest is substantially reduced to a very 
low level approximating zero, in order to enable new projects 
with lower marginal productivity to be undertaken. And it is 
most probable that the monetary authorities, finding no other 
way out of this situation, will be forced in the interest of the 
social good to reduce the rate of interest. 

Keynes very emphatically supports the view that a sub- 
stantial reduction in the rate of interest is neceSsary to ensure 
full employment, even if this substantial reduction may mean an 
interest rate approaching zero. It is undoubtedly true that when 


I, Keynes, op. cit., p. 372. 
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the problem of unemployment becomes very acute ; the industrias 


lists suffer heavy losses ; huge stocks remain unsold for lack of a sb pufitioge © 

demand ; millions of people go without food and clothing and pene’ 

profitable enterprises seem scarce : the only effective measure to | in), Blowee, 2)+- 13 
boost investment and the propensity to consume, under these fi tapmeovst Chapter 


circumstances, is a considerable reduction in the rate of interest, 
Keynes argues that if full employment requires a rate Of 
interest much below the average current rate, then do away with 


giisg DOs 


POSSIBILITYS OF A ZERO RATE 


the conventional rate of interest and, let the economy manage | ae OF INTEREST 
itself without it. The welfare of society is the first consideration; eres 7, . 
- . . ; » fe ° gee ° 0s Sa. 
if social interest and public good is in abolishing the time-hon | 4 becat 
e\ 10! 


oured institution of interest, then it must not be allowed to In view of our above discussion, we may say that the rate 
Survive any more.’’! of 1 Se fallto zero in the not very distant future and 
that hat society will get rid of this unsocial institution for the 
‘general gc good of people. In this connection, we will first discuss 
Et eo and then Islamic conception of zero rate of 
i Db I 
vg i: mes ston ly ad l 
ait gly advocates direct state control over some of 
1 ‘the e economic v variables which affect the general good of society. 
He is is of the view that, to ensure full employment, the state, 
which is in @ position to calculate the marginal efficiency of 
-capital-goods On the basis of the general social advantage, 
“should t d take an even greater responsibility for directly organis- 
“ing investment, controlling the rate of interest and the pro- 
pensity toconsume.? He believes that this isthe only effective 
_ way to maintain full employment in a capitalist economy. 
nan th order to achieve the full employment, he recommends 
a limited ce central control on investment. 


(a) Social Advantage : intel 
ctw 


ena Keynes thinks that the investment policy which | 2 


pe ocially advantageous rarely coincides with that which 
mos profitable. People desire to see quick results fha 


make quick money.? They want to become millionaires: 


1. General Theory, op. cit., p. 164, 


7 
2, Ibid., p. 219. 4 
| la 3, Ibid., p. 157. z 


1. General Theory, op. Cit, Pp- 308-309. 


and are mainly left to the influences of laissez faire, the level of 
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in a short time and are often prepared to sacrifice any 
social or national good to achieve their personal ends, It 
is, therefore, absolutely necessary that the state should take 
greater responsibility for directly organising investment ip 
Order to protect the community from reckless and selfish 


profiteeers. 


(b) Fall Employment : 
Keynes firmly believes that full employment 
be attained and maintained by a higher rate of interest and 
This can only be achieved by a 
which, he says, 


Cannot 


low propensity of consume, 
considerable fall in the rate of interest! 
is not possible because our long experience shows that it 


usually rises too high to permit of an adequate inducement 


to investment.? | 
He thinks that the only means to bring an adjustment 


_ between the propensity to consume and the inducement to invest 
is through State control. idj 
‘gnfluence on the propensity to consume by redistribution of 
income partly through its scheme of taxation, partly by fixing 

3 


The State should exercise a guiding 


the rate cf interest and partly, perhaps, in other ways. 
This scheme, he believes, will allow ‘‘the intelligence and 


determination and execution skill of the financier, the entre- 


preneur to be harnessed to the service of the community on 


~ reasonable terms of reward.’”4 


He emphasises that unless the rate of interest and the rate of 
investment are not deliberately controlled in the social interest 


employment in the community is bound to. fall.5_ g) 
In order to maintain a reasonable rate of. investment which 


corresponds to full employment, a very low rate of interest 
is required. But this is not possible because “institutional 


ore J 


1. General Theory, op. cite p. 376. 


ia 


lbid., p. 35]. 


3. lbid., p. 372. 
4. Ibid., pp- 376-377. 


5. 


lbid., p. 219. 
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He thinks that the State control may be the most sensible 


way of getting rid of many of the objectionable features of 
capitalism : 


*‘For a little reflection will show what enormous social 

changes would result from a gradual disappearance of 

a rate of return on accumulated wealth; A man 

would still be free to accumulate his earned: income 

with a view to spending it at a later date. But his 
accumulation would not grow———. Though the 
rentier would disappear, there would still be room, 
nevertheless, for enterprise and skill in the estimation 

of prospective yields about which opinions would 

differ’’.! 

Thus Keynes is a very strong advocate of State control of 
the rate of interest and investment for the general welfare of 
society. He thinks that such a policy can easily prove success- 
ful in maintaining a zero or even a Mmegative rate of interest 
if it appeals to public opinion as being reasonable and practi- 
cable and in the public interest. If the people are strongly con- 
vinced that the State has taken the right decision for the 
welfare of the public and that is going to stay, such a decision, 
Keynes believes, will stay. 

He believes that ‘‘public opinion can be fairly rapidly 
accustomed to a modest fall in the rate of inertest and even the 
conventional expectation of the future fall in the interest rate 
can be modified accordingly ; thus preparing the way for 

further fall in the rate of interest. The fall in the long-term 
rate of interest in the U.K. after departure from the Gold 
Standard provides a very good example of this ; ——-——— 
During this period the major movements were affected by a 
series of discontinuous jumps, as the liquidity function of the 
public, having become accustomed to each successive reduction 
became ready to respond to some new incentive in the views 

or in the policy of the authorities. 
. General Theory, Op. cit., p. 22], 
Ibid., p. 203. 

lbid., p. 204. 
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To sum up, Keynes believes that if the State action enters 
ss a balancing factor in the economy to provide a reasonable 
growth of capital without being undue burden on the standard 
of living of the present generation, then a properly run 
community should ‘“‘be able to bring down the marginal 
efficiency of capital in equilibrium approximately to zero with- 
in 4 Single generation’’. ts 
[slamic Conception of Interest 

An Islamic State stands between the two extremes of capital- | 
jsmand socialism. It leaves the economy neither in the 
control of a few capitalists in whose hands ‘‘enterprise becomes 
the bubble on a whirlpool! of speculation”,2 mor does it allow 
proletarian (communistic) regimentation to destroy individual 
initiative, freedom and efficiency. It safeguards the welfare. 
of the community against the capitalists and protects it from. 
the harmful effects of trade cycles, which result in ASDTRSODAR 
and unemployment. 
fe _ There j is no denying the fact that the State intervention sods 
control becomes absolutely essential, in certain circumstances, | 
to protect the economy from complete destruction and annihila- 
tion. Unemployment is one of those things which have forced, 
the modern industrial states to intervene and take certain 
measures to check unemployment. Keynes very strongly sup- 
ports. State intervention inorder to eliminate depression and 
unemployment”. 3 

State control to relieve pressure of unemployment has been 
recognised by almost all the modern states. It is self-evident 
in the form of the New Deal Legislation in the U.S.A., in 
White Papers on Employment in England, Canada, Australia 
and Sweden in 1944 and 1945 respectively. Then Council of 
Europe adopted full employment as its goal in 1950. Japan 
carried out most of its industrial development programmmes 
with the help of the State. Islam also recommends limited 


|. General Theory, Op. cit., p. 220 
2, Ibid., p. 159. 
3, Ibid., p. 320. 
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: S to the definition of usury given by the Oxford Dictionary, 
tate COnsgor in order to protect and safeguard the interest of yoted earlier, any excessive rate specially over and above the 
the community. qu 


legal rate fixed by the Government is a usurious rate of interest. 


The Zero rate is considered a legalrate of interest in an 


ever 
tf Islamic State and any upward movements from this rate are Our legal ee te 7 the Massy 2 is caren ai 
| : : | rate above this is regarded usurious rate of in 
regarded inequitable, unjust and, therefore, illegal. The gist of ciety. | 
' F :; 50 . oe 
fi age pice a se Se tneiConcepUOmioPnter a iaaas - This verse implies that the selfish profiteers who, in their 
aie Wits a red oe Abt: ; m - a er, aud a “peculiar zest for making money quickly” very often forget and 
: c apitle« in cCasn OF go Or Sliver Or [00 articies Or 
, re social good which rarely coincides with that which’ is 
: other goods of use irrespective of economic conditions is interest Memaeaniabte In order He ated the economy and’ to’ 
‘ (Riba) and therefore illegal. Thus all forms of transactions, nrave the flow of capita swhich are socially 
} whether in money matters or in barter, in which the element of roe h perc SORT 2 : : " 
: interest is involved are forbidden in an Islamic Ec m er eemLEO DEST SOF MECESSALILY CHORES Cs DRO ReaD Cras 
f mH Sete alldwe. Feed stiOGE ate - tat abolition of interest is essential. And thus it is able to get rid of 
e of enterprise and individua 
| initiative to earn profits but no profits are allowed on accumu eee) ovis Ok Capitalist without Gestroy ing efficiency, 
| ; dom and ; 
rity lated stock of wealth. Every individual is at liberty to do what- bag If es Ma Hepat AS aT visialcaios t of God and co- 
Dini ever he likes provided he does not endanger the welfare and dane ts babe tte Y Pa gbiio spitllg uae 1 ol; : 
security of the State. The institution of interest is one of those eta mh Ouers atte Hada are Rit O33, | i pe oe 
variables which affect the social welfare of society negatively 4 ; a Se ik g Por ped att ae 
ae individual freedom are honoured and safeguarded in every walk 
and is, therefore, not left in private control. And this is inno of life as hinted i in the words, “‘Wrong not, and hall not b 
way uncommon in modern society, to curb the rate of interest 5} g not, and you shall no - 
by any means at its disposal, even by invoking the sanctions wronged”. All the objectionable features of capitalism’ tend to 
¢ aldawil : disappear under this economy and every man is still able to 
4 kets final injunction of the” Holy 1Quivan “which promins accumulate his income in order to spend it at some later date but 


; ~~ the accumulation does not grow by earning a rate of interest.2 ~ 
taking (or giving) of interest and declares the zero rate as _ As the State deliberately controls and supports the zero rate 
the only legal rate of interest in the Islamic State, is as follows: the’ institutional and psychological factors, which set a limit 
much above zero to the practicable decline in the rate of 
interest, are not able to provide any effective obstacle in the 
way of successful operation of this policy. Besides, legal action 
of the State is further strengthened in practice by the moral 
support it carries with it from the injunction of the Holy Qur’an, 
which appeals to the believers and enjoins upon them to keep 


“EC you who believe ! Keep your duty to God and 
relinquish what remains (due) from interest, if you are 
believers. But if you do (it) not, then be appraised of 
War from God and His Messenger; and if repent, 
then you shall have your capital. Wrong not, and you 
shall not be wronged’’. (2 : 278) 


| This verse of the Holy Qur’an makes it absolutely clear that their duty to God and relinquish what remains due from interest. 
the institution of interest can never be tolerated in an Islamic This policy is very successful in maintaining a zero rate of © 
Economy. It lays down very clearly that any rate above the zero interest because it appeals to the ethical values, of the people, 


rate is a usurious rate of interest and; hence, illegal, According 1. General Theory, op. cit., p- 157, 


f- General Theory, Op. cit., p 352. 2. Ibid,, p. 221. 


: 
| 


186 Economic Doctrines of Islam 


as being: reasonable, just and practicable and, above all, inthe 
public interest. And, asthe people have complete confidence in 


the correctness of this policy and that it is the right decision 
and in their own interest, it will certainly stay-.! 


Thus the State policy to which the public opinion is readily 
acquiesced and has their full co-operation will be very effective 
and successful in its practical results. There are few, if any, 
evasions and the results achieved are far more significant and 
beneficial than can be hoped for through any State policy. Asa 
result, the economy is completely protected and safeguarded 
from the selfish and reckless profiteers. There is neither over- 
optimistic expectations as to the future yield of capital assets 
current in the market noris there any encouragement from 
speculators, mor fear of suddenand catastrophic fall in the 
marginal efficiency of capital. 

The economy is completely rid of the evil consequence of 
trade cycles, and economic crises. Slumpsandcrises do not 
Occur and the economy is able to maintain its rate of growth 
at full employment.? The institution of interest and a misguided 
state of expectations which are mainly responsible for booms 
to end in slumps, are conspicuous by their absence. Hence the 
economy is freed from occasional and temporary booms followed 
by long periods of slumps but still enjoys the benefits of an 
everlasting boom. 

Thus it enables the booms to last permanently and, thereby, 
keep the economy in a quasi-boom condition. The dream of 
Keynes becomes reality inthis society when boom is made to 

stay. According to him, ‘‘the right remedy for the trade cycle 
isnot to be found by abolishing booms and thus keeping us 
permanently in a quasi-slump, but in abolishing slump and thus 
keeping us permanently in a quasi-boom’’.s And the best and 
the only effective way to achieve these results is to keep the rate 
of interest ata very low Jevel approaching zero. 


And it is very likely that when the brake of money rate of 


- General Theory, op. cit., p. 218. 
. lbid., p. 316. 


. Lbid., p. 322. 
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interest does not exist to check the srowth of capital, there will 
besuch a rapid growth of capital that it will cease to be 
saree! Consequently, abundance of capital will have: Saar 
enough justification for a zero rate of interest. .. 

The Policy also provides adequate inducement to aavest- 
ment. Every socially advantageous project which could not be. 
undertaken before because of its low marginal efficiency of 
capital (ie. marginal productivity) and high rate of interest, 
would be feasible in an interestless economy. Even the projects. 
with zeto marginal efficiency of capital would be undertaken. 
jn such an economy. In consequence, there would be tremendous - 

inctease\in the rate of inyestment and, be in the level of. 
employment in the country. diis Aloe 
Further stimulus to investment is provided by. the redis- 

tribution of incomes through the compulsory levy of Zakat. All, 

types of wealth including uninvested cash, hoarded money, gold, 

silver and jewellery etc., held for one complete year, as explained 

inanother Chapter, are subject to Zakat at a rate of 2}. 

This levy helps to increase the rate of investment as well as to’ 

raise the propensity to consume. Keynes’ fear that ‘‘a serious: 

fall in the marginal efficiency of capital tends to affect adversely 

the propensity to consume’’;? even if true, does not materialise» 

in this economy where marginal efficiency of capital is not liable. 

to such wide fluctuations as Keynes imagines in a capitalist. 
society. Besides, Zakat provides a tremendous boost to con-. 
sumption, both public as well as private, so as to undermine the 
adverse effects, if any, of the fall in the MALEADAls efficiency of 
capital. bad 

In addition, Zakat discourages the holding of liquid assets. 

inthe form of cash. There are many factors which tend to 
increase the liquidity preference, the outstanding impediment 
tothe growth of wealth. The people, in the past and the) 
present, haye failed to maintain the rate of investment at a. 


level high enough to ensure full employment owing mainly tq; 


_ eee 


1. General Theory, Op. cit., p. 357. 
2. Ibid., p. 319. 
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as being reasonable, just and practicable and, above all. in the 
public interest. And, asthe people have complete confidence in 


the correctness of this. policy and that it is the right decision 
and in their own interest, it will certainly stay.! 


Thus the State policy.to which the public opinion is readily 
acquiesced and has their full co-operation will be very effective 
and successful in its practical results. There are few, if any, 
evasions and the results achieved are far more significant and 
beneficial than. can be hoped for through any State policy. Asa 
result, the economy is completely protected and safeguarded 
from the selfish and reckless profiteers. There is neither over- 
optimistic expectations as to the future yield of capital assets 
current in the market nor is there any encouragement from 
speculators, nor fear of suddenand catastrophic fall in the 
marginal efficiency of capital. 

The economy is completely rid of the evil consequence of 
trade cycles, and economic crises. Slumpsandcrises do not 
Occur and the economy is. able to maintain its rate of growth 
at full employment.? The institution of interest and a misguided 
state of expectations which are mainly responsible for booms 
to end in slumps, are conspicuous by their absence. Hence the 
economy is freed from occasional and temporary booms followed 
by long periods of slumps but still enjoys the benefits of an 
everlasting boom, 

Thus it enables the booms to last permanently and, thereby, 
keep,the economy in a quasi-boom condition. The dream of 
Keynes becomes reality inthis society when boom is made to 
stay. According to him, ‘‘the right remedy for the trade cycle 
isnot to be found by abolishing booms and thus keeping us 
permanently in a quasi-slump, but in abolishing slump and thus 

keeping, us. permanently in a. quasi-boom’’,3 And the best and 
the only effective way. to achieve these results is to keep the rate 
of interest ata verylow level approaching zero. 


And it is very likely that when the brake of money rate of 


General Theory, op. cit., p. 218. 


l. 
2. lbid., p. 316. 
3. 


lbid., p. 322. 
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interest does not exist to check the growth of capital, there will 
ye such a rapid growth of capital that it will cease to be 
garce? Consequently, abundance of ‘capital will have: provided) 
enough justification for a zero rate of interest. = to oqat 
~The Policy also provides adequate inducement to invest- 
ment. Every socially advantageous project which could. not be, 
yndertaken ‘before because of) its: low marginal. efficiency of) 
capital (ie. marginal productivity) and high rate of interest, 
would be feasible in an interestless economy. Even the projects. 
with zero marginal. efficiency of capital. would be undertaken. 
in such an economy, In consequence, there would be tremendous. 
incfease\in the rate of investment and, hence, in the level of. 
employment inthe country. noir ott Hiod 
Further stimulus to: investment is provided by the redis- 
tribution of incomes through the compulsory levy of Zakat. All, 
types of wealth including uninvested cash, hoarded money, gold, 
silver and jewellery etc., held for one complete year, as explained 
inanother Chapter, are subject to Zakat at a rate of 23%. 
This levy helps to increase the rate of investment as well as to 
raise the propensity to consume. Keynes’ fear that. ‘‘a serious 
fall in the marginal efficiency of capital tends to affect adversely 
the propensity to consume’’,? even if true, does not materialise 
in this economy where marginal efficiency of capital is not liable. 
tosuch wide fluctuations as Keynes imagines in a capitalist. 
society. Besides, Zakat provides a tremendous boost to con-. 
sumption, both public as well as private, so as to undermine the. 
adverse effects, if any, of the fall in the marginal. efficiency of 
capital. | | 
In addition, Zakat discourages. the holding of liquid assets. 
inthe form of cash. There are many factors which tend to. 
increase the liquidity preference, the outstanding impediment 
to the growth of wealth. The people, in the past and _ the, 
present, haye failed to. maintain the rate of investment at a 
level high enough to ensure full employment owing mainly tg, 


1. General Theory, op. cit., p. 357. 
2. Ibid., p. 319. 
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this preference for liquid assets). Islam has provided a very 
strong and efiective Check tothe preference for liquidity of 
money, the chief obstacle in’ the way of human progress, in the 
Shape of Zakat. 


The liquidity. preference is completely shattered by the 
imposition Of Zakat. If some people still decide to hoard their 
wealth, in spite of this; the recurring annual levy of Zakat tends 
to deplete their treasures. They are, therefore, forced to invest, 
sooner or later, their hoarded wealth and pay Zakat out of their 
profits instead of payingit out of their accumulated wealth. 
Thus all capital tends to flow into channels of investment and 
none or very little capital remains in liquid assets. 

Both the instruments, zero rate of interest and Zakat, help 
in creating conditions of full employment in the community ; 
the former by stimulating investment and the latter by accelerat- 
ing investment as well as by increasing consumption. 

Another important measure (discussed in another Chapter) 
which heJps in increasing the propensity to consume and there- 
by the level of employment, is the ‘‘Law of Inheritance’’. Under 

this Law, sons, daughters, fathers, mothers, wives, brothers, 
sisters) etc:, all of them:succeed: toa person’s inheritance which 
must be opportioned among all of them according. to a definite 
code. As’a result; all the: accumulated wealth of a person 1s 
distributed among‘his heirs, male as well as famale, after his 
death. This helps:in diffusing concentrated wealth among many 
people in the community and, consequently, increasing the 
propensity to consume. 

And when this Law is working in conjunction with the zero 
rate of interest and the institution of Zakat, it-would achieve 
the desired results ina much'shorter period. 

In order to’ further assist and stabilise the conditions of 
full employment, Islam enjoins upon the believers spending of 
their wealth freely in adversity and in prosperity alike, The 


Holy Qur'an while enumerating the qualities of the righteous 


man, says: 


SE 


. General Theory, p. 351. 
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“Those who spend (freely), whether in prosperity of 
in adversity,” (3 : 134) 
And again in Sura Al-Nisa : 


“And what burden were it on them if they—spend Out 

of what God has granted them as sustenance’’. (4: 39) 

These and many other verses of the Holy Qur’an (discussed 
in another chapter) provide more than adequate inducement to 
consumption and thereby to employment. 

Islam thus tends to increase by these means both investment 
and consumption and thereby employment which is the only 
practical solution of the problem. According to Keynes 
equation ; where National Income is equal to the Value of 
Output or the sum total of its consumption and invest- 


ment, 1.e. : 


possibi 


Nese be CS © 

If we want to increase the National Income ofa country, 
orin other words, the value of total output to ensure full 
employment and raising the standard of living of the people, 
then we must increase its consumption or investment or 
both. 

Islam tries to maximise both investment and consumption 
in the economy by the legal zero rate of interest, Zakat, 
Infaqg and the law of Inheritance so that under-developed 
countries may develop in the shortest possible time; while 
the industrialised and full developed countries may be able to 
achieve full employment and, at the same time, be able to 
make its condition of boom last permanently.* 

In short, if these measures are adopted simultaneously as 
complementary to one another, they would certainly achieve 
full employment in less than a generation and maintain condi- 


tions of boom permanently in the economy. 


re est” 


1, Keynes, op. cit., p. 325, 
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The word ‘Jakat’ itself shows that, wealth whic 

*s self of On others, generates evil 
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Moreover, it does not remain confined to the Purification 


of one’s own life but spreads all round and covers the lives of 


all those who come in contact. with him. In other words, it 


means that the psople who pay Zakat are those who actually do 
the work. Of purification. First they purify themselves ang 
then they serve. others to enable them to attain purification. 
Thus they grow true qualities of humanism in themselves and 
then try for its growth in the lives of others. This function of 
Zakat is described at several places in the Holy Qur'an. 
Sura al-Ala, it is referred to in these words: 

“‘He indeed is successful 


In 


who purifies himself”. 
(87 : 14) 

And in Sura al-Shams : 
“‘He is indeed sucessful: who causes it to grow 

and he indeed fails who buries it”. (91 : 9-10) 

**Zakka’’ means to make something to increase Or grow; 
while ‘‘Dassa-ha’’ means to conceal or bury it and not to ‘let 
it grow. Thus one purifies and assists in the process of growth’ 
while the other checks growth and causes it to become stagnant 
and corrupt. The use of these two words really indicates that 

the faculties necessary for growth, development and perfec 
tion are given to every man; there are some who make them 
thrive and grow through their proper use and development; 
while others make them stagnant and stale by allowing them 
to remain unused, underdeveloped and concealed, for they 
do not use them properly to their adyantage. 


2. Zakat and Sadaqat 


There seems to be confusion in the minds of some writers 
with regard to conception of Zakat and Sadagat. Some of 
them, simply for lack of proper understanding, fail to distin- 
guish between the two terms and often confuse Zakat with 
Sadagat and vice versa. But some of them quite deliberately 
try to give their own meanings to these terms. It seems that, 
they are either too much impressed by communism and its 

recent achievements in science and technology or consider the 
traditional meaning too narrow to fit in and satisfy their 


; 
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_ westeta ideology. Therefore, they have attempted to introduce 
“pelt © own conception in these terms. 


- Recording to these writers,’ Zakat refers to the ordinary 


te.k5 


ae by the Government to meet its emergency require- 

gents. These meanings have been arbitrarily given to the 

sbove terms without any authority from the Holy Qur’an and 

the Sunnah, This shows lack of understanding of the text both 

jn its particular meaning with reference to the context and the 

general meaning applicable to other similar or alike situations. 

| Sadagat is avery wide term and used inthe Holy Qur’ an to 

cover all kinds of charity. Sadaqat means to give alms, and 

also legal alms for which the word Zakat is used in the Holy 

Qur'an and the Sunnah. Zakat has been called Sadaqat because 

it isalso a kind of compulsory charity. It is an obigatory 

Sadaq aga while ordinary Sadagat are voluntary. It is collected 

ri Government as a compulsory levy while the other 

Sadagat are paid voluntarily. Its rate and exemption limit 

(nisab) are fixed while the amount of other Sadaqat depends 

entirely upon the will of the giver." 

_ When Sadagat are meant to convey the meaning of a com- 

pulsory levy (Zakat), they are referred to as 4) cy war 55, 

(a duty from God), As such, it is the duty of every Muslim 

(who owns wealth above nisab) to pay and offer the State to 

collect it. This i is, quite obviously, the position of Zakat. | -/} © 
The rate of payment, exemption limit and other rules and 

regulations concerning Zakat are determined. by the State. 

Its method of disbursement is clearly stated in the Holy Qur’an 

while its rate and Nisab were fixed by the Holy PROBES and 

strictly adhered to by his companions.” ih 
_ Furthermore, Zakat is considered to be an act fot Senin 

nek to prayer, therefore it cannot be treated like an ordinary 


I, Naeem Siddiqui, Muashi Na-hamwarion-Ka-Islami Hal (Economie 
Inequalities and their Islamic Solution), p. 343. 
2, Ibid., p. 345. 
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and productive industries). Then in Sura al-Bagarah, it is said 1 their hearts ful 
““Those who spend their wealth to seek Allah’s ora! relays ee 
pleasure and to strengthen (the roots of their faith) in explained at MoS Tow) us 
| their souls’’. (2: 265) les the soul of ‘ti 
It may here be pointed out that the Holy Qur’an has used ardliness a insteac | 
the words Sadaqat, Infag and Zakat for alms and charity for the ~ etiraet pt Ley 3 ? rhe 
poor. They are in fact the three sides of the same picture; Ppa ne ee enc. astearaett 
their true purpose is the moral training of man and the puri- , Seana’ purity bs ahd pers 
fication Of his soul. The first ‘two, i.e. Sadagat and Infaq, Rae CRY SAU Pa ee 
are optional but the latter, i.e. Zakat, is compulsory and obli- eUE eee ses ye. EPte eh 
gatory on every Muslim. | OF their good cecdas. t 
In the above verse of the Holy Qur’an, is described the a ; 
parable of the people who succeed and reap the fruits of the SEAL ORE ICALLY BrOWN ae commit 
Sacrifices they make (for the good and welfare of society). ailuences); which: hinder and} lencourages 
The act of those who spend their wealth for the good and n the achieveme at of economic ‘Progress 
welfare of society is referred to in the above verse of the Holy ot every wealthy Muslim to pay Zakat on 
4 tty, commercial goods etc., it pro\ 
ale to invest their capital sc 
case the total wealth of the 


Qur’an as “‘spending to seek Allah’s pleasure’’ and “for the 
strengthening of their souls’’. It clearly indicates the great 
significance of wealth that is spent for the good of the people 

oy the word Zakat. 


without expectation of a reward in return 


ee =a ae _ ; 
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-U0' In fact: Zakat is’called ‘Zakat’ because it helps purifying 
human’ soul’ (of selfishness, miserliness and love of wealth) 


and thereby opens way for its proper growth and improvement 
Zakat is not mere charity 


The wealthy 


(through expenditure on others). 
but’ a» necessary ‘step ‘towards human progress. 
by helping the poor members of the community, in fact, help 
themselves. If they.deny this share to the poor, they damage 
their own_ selves. |. They refuse to help in the building of 
humanity. In other words, they leave the main highway of | itributo 
human progress and get lost on the innumerable minor ,roads | fers to the al act of pu 
They donot wish therefore, that asane, A cm ro)l's canes 


of stagnation and waste. 
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their souls be purified of the evil indulgence and luxury. 
~The payment of Zakat is real obedience to God and, it 
shows its Tesult in the character and dealings of the people. 
who make such - contributions. The Holy Qur’an depicts. the. iritv o 

piety and goodness of these people in the following words ; yects of human lif 
sabe faithful pay Zakat very humbly ; and. what. , Teheemal-Our'an. 23 - 4. 
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Moreover, it does not remain confined to the Purification 
of one’s own life but spreads all round and covers the lives of 
all those who come in contact with him. In other words, jt 
means that the people who pay Zakat are those who actually do 
the work Of purification. First they purify themselves and 
then they serve others to enable them to attain purification. 
Thus they grow true qualities of humanism in themselves and 
then try for its growth in the lives of others, This function of 
Zakat 1s described at several places in the Holy Qur’an. Ip 
Sura al-Ala, it is referred to in these words: 

“‘He indeed is. successful who purifies himself”. 
(87 : 14) 
And in Sura al-Shams : 
““He is indeed sucessful who causes it to grow 
and he indeed fails who buries it’. (91 : 9-10) 
‘‘Zakka’’ means to make something to increase or grow: 
while ‘‘Dassa-ha’’ means to conceal or bury it and not to let 
it grow. Thus one purifies and assists in the process of growth’ 
while the other checks growth and causes it to become stagnant 
and corrupt. The use of these two words really indicates that 
the faculties necessary for growth, development and perfec- 
tion are given to every man; there are some who make them 
thrive and grow through their proper use and development; 
while others make them stagnant and stale by allowing them 
to remain unused, underdeveloped and concealed, for they 
do not use them properly to their advantage. 


2. Zakat and Sadaqat 


There seems to be confusion in the minds; of some writers 

with regard to conception of Zakat and Sadagat. Some of 
them, simply for lack of proper understanding, fail to distin- 
guish between the two terms and often confuse Zakat with 
Sadagat and vice versa. But some of them quite deliberately 
try to give their own meanings to these terms. It seems that, 
they are either too much impressed by communism and its 
recent achievements in science and technology or consider the 
traditional meaning too narrow to fit in and satisfy their 
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western ideology. Therefore, they have attempted to introduce 
‘jyeit own conception in these terms. 

According to these writers," Zakat refers to the ordinary 
pudget of the Government and includes taxes and other items 
of revenue to meet the ordinary demands of expenditure ; while 
gdagat refers to those gifts and contributions which are 
collected by the Government to meet its emergency require- 
ments. These meanings have been arbitrarily given to the 
sbove terms without any authority from the Holy Qur’an and 
the Sunnah, This shows lack.of understanding of the text both 
its particular meaning with reference to the context and the 
general meaning applicable to other similar or alike situations. 

Sadagat i is a very wide term and used inthe Holy Qur’an to 
cover all kinds of charity. Sadaqat means to give alms, and 
also legal alms for which the word Zakat is used in the Holy 
Qur'an and the Sunnah, Zakat has been called Sadaqat because 
itisalso a kind of compulsory charity. It is an obigatory 
sadaqa while ordinary Sadagat are voluntary. It is collected 
by the Government as a compulsory levy while the other 
Sadaqat are paid voluntarily. Its rate and exemption limit 
(nisab) are fixed while the amount of other Sadaqat depends 
entirely upon the will of the giver.' 

_ When Sadaqat are meant to convey the meaning of a com- 
pulsory levy (Zakat), they are referred to as al cy wa2,i, 
(a duty | from God), As such, it is the duty of every Muslim 
(who owns wealth above nisab) to pay and offer the State to 
collect it. This is, quite obviously, the position of Zakat. — 

The rate of payment, exemption limit and other rules and 
regulations concerning Zakat are determined. by the State. 
lis method of disbursement is clearly stated in the Holy Qur’an 
while its rate and Nisab were fixed by the Holy Prophet and 
strictly adhered to by his companions, 

Furthermore, Zakat is considered to be an act OE Skin 
hext to prayer, therefore it cannot be treated like an ordinary 


F Naeem Siddiqui, Muashi Na-hamwarion-Ka-Islami Hal (Economie 
Inequalities and their Islamic Solution), p. 343. 
2, Ibid., Pp. 345, 
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tax of the Government. It is incumbent upon every Muslim 


to pay Zakat levy, collectively if there is a Muslim Government 
and individually if there is non-Muslim Government. Besides, 
it is meant to purify a Muslim, spiritually, mentally and morally. 
An ordinary tax is only an item of revenue levied by the 


Government to increase its income and has no moral or spiri- 
tual significance. 


3. A Tax or A Religious Duty 


Now the question 2rises whether Zakat is a general tax or 
an obligatory duty upon the Muslims only. Some Muslim 
economists regard it as a kind of tax because it fulfils some 
of the conditions of a tax. Ordinarily a levy which fulfils the 
following conditions is considered a tax by the economists. 

(a) It is a compulsory payment ; 

(b) There is no Quid Pro Quo; and 

(c) It is levied on all citizens of the State. 

Zakat fulfils the first two conditions but not the third one. 

It is a compulsory payment and there is no Quid Pro Quo; 
but it is levied upon the Muslim members of the State only 
and the non-Muslims are exempt from its payment. 
Zakat is not a tax in the real sense of the term. 

It is in fact, like prayer or pilgrimage, a form of worship 
or a religious duty based on entirely different psychological 
feelings than an ordinary tax. People hate paying taxes to 
the Government and many times try to evade the payment or 
at least manage to get reduction. It is a burden on the people 
which is never liked by them, Zakat, on the other hand, is 

a religious duty and is performed very zealously to seek the 
pleasure of God by the majority of the Muslims all over the 
world ; even if there is no official arrangement for its collection. 
In many of the Muslim States, people come in hundreds of 
thousands to private institutions and orphanages to pay 
annual Zakat on their property. 
Zakat is considered as one of the five pillars of Islam and, 
obviously, such an important position cannot be given to any 
tax, however important it may be. 


Therefore 


Then the income from 


Zakat \o 2% Ayal 197 


taxes Can be spent by the Government on its multifarious 
requirements without any considerations for the revenue from 
any Single tax ; whereas in case of Zakat, the Muslim Govern- 
ment is given special instructions by the Holy Qur’anjas to. 
how and where to spend the revenue from the collection of 
Zakat. The Government has no option but to disburse the 
Zakat revenue on items specified by the Holy Qur'an. | doid 
Thus Zakat is not a tax in the ordinary sense of the word 

but isa special tax which is not levied upon) the Muslim 
members of the State only and is paid by them as a religious: 
duty to please God. The income from Zakat is regarded as. 
a special kind of revenue by the Government and is spent on 
certain specified items of expenditure enumerated in the Holy. 
Quran. The difference between Zakat and an ordinary tax 
may be summarised as follows: 

(a) “Zakat'is a religious: duty and an act of worship whereas 
a tax is only an economic expediency aaenee to collect revenue 
forthe State, © | 

o Zakat j is iiedlabGs the Muslim members of the State 


only ; whereas an. ordinary tax is generally levied upon all 
tiene of the State ITTespective of caste, creed or colour. 


“Tier, 


A tax, on n the other hand, can be remitted by: the Government 
adi la eee ne 
‘a (d) The e source and the rate of Zakat are determined by 
the Holy Qur’an and the Sunnah and can never be changed by 
any peron or Government. The source and the rate of a tax, 
e other hand, can be changed from time to time according 
to re ements by the Government of the country. Bi 
(e} Items of expenditure and the beneficiaries of Zakat are 
also enumerated by the Holy Qur’an and the Sunnah and no 
person or Government has the right or power to change them ; 
whereas tax Eee rasture can ce changed or modified as rbefired 
by the Government. 
(f) Zakat is received from the wealthy and is spent on the 
poor and: the needy ; : while an ordinary tax benefits the rich as 
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well as the poor and may, under certain circumstances, benefit 


the former more than the latter. 


(g) Furthermore, Zakat, unlike an ordinary tax, is levied 
not Only On money capital but on commercial goods, agricultural! 
produce, animals, minerals including gold and _ silver and 
ornaments ete, In short, Zakat is levied on the total wealth 


which has remained with the owner for afull year and not on 
savings. 

(h) Zakat is levied furidemenea tly to check uneven and 
inequitable distribution of wealth and concentration of wealth 
in fewer hands ; while an REE OE tax is levied mainly for 
revenue purposes. 


4. Importance 


Importance of Zakat can be judged by the fact that it has 
been included among the five pillars of Islam. There is no doubt 
that it occupies a very important place in Islam, second only to 
prayers. The commandment to perform prayers in the Holy 
Qur’an is invariable followed by Zakat and with the same 
emphasis. In Sura al-Bagarah the Muslims are commanded to 
keep up prayer and pay Zakat in these words : 

» (@ “And keep up prayer and pay Zakat. And what- 
ever good you send before for yourself, you will find it 
with God”, (2 : 110) 

The Muslims are emphatically told in the above verse of the 
Holy Qur’an that whatever they spend to seek the pleasure of 
God i in the form of Zakat will not be wasted but will bear fruit 
both in this world and the Hereafter. 

_ The payment of Zakat is described as one of the qualities 
of. a true believer in Sura al-Barsaat in the following words : 

(b) “Only he can maintain the mosques of God who 
believes in God and the Last Day, and keeps up prayer 
_and pays Zakat and fears none but God’’, (9 : 18) 
and further in the same Sura: 
(c) “And the believers, men and women, are friends 
one of another. They enjoin good and forbid evil and 
keep up prayer and pay Zakat, and obey God and His 


he realisation of this tax easy, inexpensive and 
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OF 71) 

=Se and. many other verses of the Holy Qur’an payment 
ntioned. along with prayers which shows the great 
th ais obligatory payment in (the economic system. 
It is observed aS regularly as. prayer and other tenets 
$0 mu sh so that non-payment of it is described as a 
1 evers in the Holy Qur’an : 

the confession of the faith, it is essential that 
she ould keep up prayer and pay Zakat. This is the 
way of proving one’s belief in God, Anyone who 
wit hyerbally but doesnot pay Zakat cannot be 
true M uslim. At) least there is no practical proof of 
After, er the e death. of the Holy. Prophet, when many 
fused to pay Zakat, Abu Bakr, the First Caliph, de- 
on. th em and quoted the following verse of the Holy 


ell Ay 5 


with 
Jy na 


erever you find them, and take them captive 
— and lie in wait for them in every 
hy But if they repent and keep up prayer and 
oa leave their way free”. (9 : 5) 

ct tof the Muslims, including ‘Umar, objected to 
on | F the ‘Caliph on the ground that they could not 
War ¢ nthe Muslims so long as they were observing 
lets. of slam, Even one group of the rebels said that 
I pet “disbelievers, and that they observed prayer but 
iid not pay Zakat. Abu Bakr referred to the above, 
: Holy Qur’an and said, ““We are commanded te 
ee ‘declaring war On such people only when they 
mee rayer and pay Zakat. When they break any ong i 
oo ane how can we leave them’’,! 


I a this importance which enrobes Zakat w 
a Be eeretity of the highest order and thus m 


olu: ntary. The greater the hold of Islam on a people 
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the less the chances of evasion’’.! 


So far we have discussed the importance of Zakat as, a. ne is oft ess coe becorties “penmiless lesa 
religious duty and as an act of worship like prayer or pilgrim. kas ne — uiak: AB OMe pages pies caine 
age. We would now like to discuss its importance mainly asa s- aot feel 4 Sealy tras cas: wee all kinds of 
collective obligation on society and as an important measure of be a coll ctive contribution. = 
achieving economic progress by reducing inequalities of wealth. se a a 

Zakat is a compulsory levy which every member of the : 
Muslim community who ‘satisfies the necessary condition (of 
Nisab), must pay it under all circumstances. The collective fund 
is utilised for the uplift of the less fortunate members of the 
community. In a way, it constitutes a co-operative society, an 
insurance company, a provident fund of the Muslim community, 
Any member of the community, who needs help of any kind, is 

provided help from this fund. So it is an auxiliary capital 
maintained by the community to help the unemployed, the poor, 
the needy, the orphans, the widows, the invalids, the sick etc. 
It is such an important social insurance for every member of 
the Muslim community that no one should ever worry about his 
future.2 | 
It is an Insurance Fund to which only the wealthy make 
contributions. If you are rich today, you contribute to this Fund. 
The 1 eedy and the poor benefit from this Fund today but if you 
(or: your children) are rendered poor tomorrow by the vicissi- 
tudes of this world, you (or your children) will also benefit from 
it. Thus no member of the Muslim community need ever feel 
insecure financially for himself, his wife or children after him 
beca se the Social Insurance Fund (Zakat) would always look 
after | the interest of the needy and the poor. A Muslim should, 
therefore, neyer worry himself even about unforeseenable catas- 
trophes, such as diseases, fire accidents, floods, bankruptcies, 
death etc., which ‘might wreck his career, destroy his property 
or business and render his descendants penniless, for the Zakat 
Fund ‘is his permanent Insurance against all types of risks. 


v “oy 4 
eeee 


of t the most important aims of Zakat is to narrow down 
oI jomic-inequalitie in ‘the community to the minimum 
mit. Its. purpose is to keep the economic. differences 
he’people within just and: equitable limits so that the 
ne tel richer (by exploiting: the less fortunate 
Mf the community) and the poor poorer. “*The Holy 
escribed | Zakat as money taken from the rich and 
to the poor. Itsaimis, therefore, to distribute the 
16 community in such a manner that no Muslim is 
OT (and: destitute)””.2 
* The power of any community rests upon a just 
istribution of wealth. If some people grow very rich 
ind most people remain poor, the community becomes 
weak and is easily destroyed by the enemies (and 
internal class rivalries). Money is like blood in man’s 
bod dy. If blood does not reach all parts of the body, 
uiAe parte take up so much blood that other parts 
receive too little, then the body becomes sick and 
diseased. Therefore, to prevent too much money going 
into the hands of the rich, Islam has ordered the rich 
people to pay Zakat’’. 
Thu: it isia religious duty of the rich members to pay He ut 
Jorder to help the poor members of the Community. x 
Wayits slam keeps the wealth of the community in circu ation 
des not let it concentrate in few hands. This) finden nenta 
principle of Islam is stated in the following Words + 
1. S. A. Siddiqui, Public Fainance in Islam, (1962), p. 9. LN Pats: Abul A‘la Maududi, Islam aur ail id Muashi Nazriyyc 
2. ag wee Abul A‘la Og Islam aur Jadid Myashi Nazriyyat, pp, 130- 130-132. 

Ps 


ay Bons in lam Book III (1961), published b Sh. Muhammad Ast 
Ores 
_* >. 11, 
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“What God has bestowed on His Apostle—belongs 

to God—to His Apostle and to kindred and Orphans, 

the needy and the wayfarer ; in order that it may not 

(merely) make a circuit between the wealthy among 

you’’. (59: 7) 

This verse of the Holy Ont an, in ‘its wider application, 
makes it quite clear that concentration of wealth in few hands is 
unnatural, unjust and inhuman and therefore can never be 
tolerated. It does not mean that the rich people should be 
robbed of their wealth but what it suggests is that economic 
inequalities among the people (or different sections of the 
community) should not be allowed to grow beyond just and 
reasonable mits so that a few rich people should indulge in 
luxuries at the cost of the great mass of the seep le who might 
be left in poverty and hunger. mise 
» A community which tolerates and encourages economic 
inequalities among its members cannot be called a Muslim 
community, In fact, such a society, where a few rich people enjoy 
a life of self-indulgence and luxury and millions are leftto lead 
a lifesof. hunger and starvation, cannot survive for a long 

time. The) Holy Prophet emphatically condemned such a society 
in the following words (Musnad Ahmad) : 
(a) ‘A town, in which a man sleeps hungry and wakes 
up in the morning hungry, loses the promise of protec- 
tion and safety from God”’. 
(b) | ‘*The Holy Prophet is reported to have said that 
‘‘none Of you is considered true in faith until he likes 
for his brother (Muslim) what he likes for himself”. 
). Thusa community which allows economic inequalities to 
grow within itself and leaves its poor population to live and die 
in hunger and starvation is doomed for ever. It can erupt at 
any moment by the explosions of antagonistic forces within 
its fold. eh 16w 
This illustrates the basic difference between Islam and 
capitalism. Under capitalism, accumulation and concentration 
of wealth is encouraged. Money is lent on interest to grow 
on other people’s wealth which leads to further concentration 
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Lin fe wer hands. Islam, on the other hand, spreads out 
the | community through Infaq, Sadaqat and. laws of 
ice and provides no opportunity to wealth to concent- 
se of production or distribution. If, in spite of. 
$s, wealth does concentrate at any, point, it opens. 
of.Zakat from such reservoirs to. irrigate the dry 
I Us pommnity. Thus Zakat seems to be a very effective 
t iging the gulf between the “haves” and the ‘“have- 
It } hel ps in marrowing down the economic difference 
the people: so effectively that no one is left poor or 
tin he community. 
iew ofits grave social, economic, political and moral 
Isla m does mot permit. excessive inequalities of wealth 
a > It-has,, therefore, levied a compulsory 
1 the form of Zakat upon ,the wealthy members of 
1, community to help the poor and the destitute 
the ae | Thus the sole purpose of Zakat, in addition to 
irification of the self, is to remove excessive and unjust 
1a Liti BS s of wealth among different sections and individuals 
1e.com munity. , 


| 
Ae 


a 


rin 1 ial of Assesment 
1c J itG fT ble 


_ “In a society which allows private property and 
indi: idual, initiative in all the walks of life, difference 
in acquisitions are bound to occur, but these differences 
must not be allowed to create classes of the rich 
and Liss poor with unpassable social gulf between them 
| sia e find today i in the capitalist countries. Efforts must x a 
be made to level up.and level down by methods yale a | 
si he people should believe. to be morally right and ju 1 
eOutof the funds secured by Zakat and other methods 
iM a: nfaq and Sadaqat, the needy and destitute are 
‘tehabilitated by. the State, And as. the a Qur’an 

ssays, the needy have a right on the alth of the 
rich”. : it to | bnidie 


. j 


7 7s. a 
1. “Dr. Khalifa Abdul Hakim, Isfam and Commun isr mn wh J02), | 
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“And in their wealth is the right ‘of his who asks, 
_ and him who is needy”. (51: 19)’ 

Note that the poor are spoken of as having a share in the 
wealth of the rich. The rich do not give any share of their 
own wealth in the form of Zakat~ but give’ back only what 
belongs to the poor. Therefore they must not feel any pride 
or sense of superiority in returning something which never 
belonged to them. It is the duty of the State to take that 
share from the rich and hand it over to the poor. It may, 
however, be remembered that it is only a share, not the whole, 
as the communists would have said. 

‘And to illustrate this principle the Holy Prophet 
is reported to have said that, after all, the wealth and 
comforts of the rich are the products of the labours of 
the poor. That is why he spoke of Zakat as an 

_ income, taken from the rich and returned to the poor’’.! 

wri Besides, it is the intention of Islam that its economic 
system should be so organised that wealth would not circulate 
among ‘the rich only, as explained earlier. 

‘Islam desires to mould the economic life of 
society in such a manner that antagonistic. class-divi- 
sions | of millionaires and paupers should not come 
into existence”. 2 
All. its efforts are directed towards the creation of such 

a society. All surplus should come to the State in prescribed 
proportions and administered by the State, so that no indi- 
vidual should feel any shame in being obliged to receive finan- 
cial or other assistance at private hands. And it is considered 
the duty of the State to look after the interests of its members 
so that no one is deprived of the fundamental needs of life. 

It is, therefore necessary that the principle (or principles) 
underlying the institution of Zakat should be studied in the 
light of the verses of the Holy Qur'an and the Sunnah. The 
same principle determines the share of the State in the form 
of Zakat from various kinds of incomes. 


]. Dr; Khalifa Abdul Hakim, Islam and Camnunism, (1962), p. 190. 
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1¢ main srinciple underlying Zakat is that its burden is 
er a ere it pinches less and lighter where it pinches 
If the income is earned without any hard labour, a 
‘ate oO Zakat would neither be burdensome nor would it 
forts son the part of the payer. On the other hand, 
i¢ is €arned with hard labour, a higher rate would 
ily be fe It very strongly but would also discourage hard 
here fore the rate of Zakat on such incomes is very low. 
1S = ‘Proportion of the State share in the form of Zakat 
ici mes earned without much labour (or unearned 
nes pared to incomes earned with hard labour 
Fine ay in 
yr inst ance, 1 “the share of the State in treasure-trove is 
[10th to. 1/20th in Jand produce and 1/40th in gold, 
ra and art 183 of trade. It will, therefore, be noticed that 
rc ort n¢ of the State share works out to a progressive 
3 Eaging betwsen 1/40th and 1/5th. The main principles 
A ibis differentiation in the matter of different kinds 
sme “an be. summarised below”’ 
at Hsia tcvy entirely upon the rich members of the 
omm inity for the benefit of the poor and the needy. 
There is ‘is ‘absolutely no “Quid Pro Quo”, i.e. return 
t i it to the rich for this levy. The rich who pay this levy 
de ot Astive any benefit from this fund. They only contri- 
aie towards this fund which is reserved wholly for the use 
of the poor members of the community. 


(c) eat is levied on the Muslim members of the community 
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and capital, the lower the rate of aie 


os “No Zakat i tS Nae, on things: ae 1 al = pe 


py tOdaviiiul 


1s . A. Siddiqui, Op. cit., pp. 10-11, 


2. Ibid., pp. 11-13. 
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| (; 9) “Things which are not used for further production, 
g. household effects, animals used for riding, convey- 
P HAS residence, tools # ex are not subject to Zakat 
JiLON.Y a eee ibe | 
boel) “Animals stp te not. tine d Orn breed seldom or 
DT) _after a long time. (e.g. mules, which come under. the 
first. category and elephants, who fall under the latter) 
are not subject to Zakat”’ 
| **The fourth principle mentioned aboye needs some 
are elucidation, It requires that the rate of Zakat shall 
vary with the amount of labour and .capital expended 
in the accrual of an income. There cannot be a more 
_. natural basis for determining the rate, of Zakat, In fact, 
Kia all wealth is the result of the application of capital and 
., dabour (and direction in _industrial, enterprises) and it 
, ds equ itable to pay due regard to the amount of capital 
or and labour expended by an individual as compared with 


, one who has earned an income without much labour 
and expenditure (or unearned income such as from rise 
in the ‘Price of property etc.) Thus, if an individual 
comes across, at treasure- -trove, he obtains it accidentally 

hail _and without much Jabour | and expenditure. In such a 

yal & case, the share_ of the State should naturally be maxi- 

it}; mu ry 1/5th of t the entire find’’.! | 
“On the other Dana the ‘ploughing of land and 
gnats it yield produce or the laying out of a fruit 
_ Barden needs considerable Jabour and capital. Due 
allowance has to be made for it and therefore the rate 
on the produce .of Jand is i than that on 
treasure-trove, ‘It is I /10th_ ‘of . e produce, Here the 
principle is carried a little further, in that difference is 
made between irrigated and unirrig ated land, If the land 
has been irrigated by. the | labour and capital of the 
cultivator, the rate is fixed at 1/20th ; whereas if no 


labour and capital has been employed by the cultivator, 


; .* ‘ 
TO) GT, rhD 


1. S. A. Siddiqui, op. cit., pp. 11-13, 
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" ve 


when the land is dependent wholly on rainfall 
h ere it is irrigated by natural canals and ravines, 
‘ate is 1/10th. The difference between 1/10th and 
rep resents the cost of labour and capital used 
igating the land’’.' 
per: the rate of Zakat on gold, silver and 
sles of trade is reduced to 1/40th. Here again the 
ne ., ple operates. The accumulation of gold and 
ar is a more difficult process than the cultivation of 
The businessman, besides taking risk of Joss, 
lies r ot only labour and capital in a greater degree, 
lirec ‘ion and intelligence as well and is consequently 
tled to a greater regard than the cultivator and more. 
sub jection of gold and silver to the same as 
ed to . land produce, would have constituted a 
oura yement to business enterprise and might have 
sulted i ini its possible ruination and thus it is necessary 
subje it to its lowest rate. In other words, this low 
e of Z Bkat is intended primarily to encourage trade 
d. indv astry. lt is a kind of tax concession for people 
Volved in trade, commerce and industry”. 
cok, inally, it is a matter of common knowledge that 
Sultivator has not only fewer wants but meets a majo- 
‘ity o them (or his primary wants at least entirely) 
om his ‘own land. He isthus ata greater advantage 
nan, , for example, a merchant who is generally an 
u: ‘bai aite and has to pay in cash for every want besides 


me eting Other demands incidental to life in a city’, 
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‘Shs é \. Siddiqui, op. Cit., pp. 1i- 13, 
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Peoiubotial 
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epenaaest Chapter 15 


vie) Jt 


Deity. STks 

; Ge ZAKAT—II 

rth eae 

ee >On hascl 

sment | Period 12 3 $4). 

is “lev fied on ieapitat of ‘various ‘types which has 

A ai surplus at the end of each year. It is levied 
vital enot investment) after deducting necessary 

he end of the year. All types of capital which have 

Os session | of the owner for full twelve months will 

to z Zakat. The Holy Prophet clearly stated that ° NS 

lue éon property before there elapses over ita year’. 

re Zz: ake at becomes payable only when twelve months have 

ove ver''the property which comes within the limits of 

Il be explained under the heading (9) Nisab. 


¥ Min poses of Zakat, Muslim financial year begins with 


b , 
1onth: of Ramadan. Thus having purified their wealth by 
the Muslims are 


yment ‘of ‘Zakat at the end of the year, 

pa pletely y dy to greet the Holy month of Ramadan for 
ifying vie leansing their body and soul as well. 
rite VO! 
ate RR sponsibility 


Za kat is not a new levy which is introduc o 
Jur’an for ,t e benefit of the poo! members of the Muslim 
ommuni Ly. The earlier prophets, according to the ee ee 

Iso collected this levy from the rich members of thei 
nu: is . Prophet Abraham and his descendants 5 ae 
to pe akat in the following words : 

@y And We made them leaders wi 
oy Our command, ‘and We tevealed t 
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| of good and the keeping up a prayer and the giving of y andr inot by the individuals. The individual members 
| Zakari \(2lea/s) Mmunity can, no doubt, say prayers and pay Zakat as 
| (5) Prophet Ishmael was commanded to tell his people to : yy J the. word used. in the Holy Qur’an, It is an 
| pay Zakat in these words : | 


e rich. members of the Muslim community 
“And he enjoined on his people prayer and paying Ba BBitDE.. 


’3 ously, there must be some authority to enforce its 
of) Zakat”’ (19 : 55) . A ReSOMPHISOrY. levy cannot be left entirely on the 
| pe igre made a convenant with Israclites, He _ Bn f the @ individuals, however, pious virtuous and God- 
| ma Oe en LOL Ce PDL aL APS pay Zakat which is des- 1ey. I Piglt, is, therefore, necessary that, the collec- 
| cribed in the following verse of the Holy Qur’an : | of Zaka ah . id be in Fltactdatarwse;covernment, 
| ‘“‘And when We made a covenant with the children aH dion | nD of Abu. Bakr, the first. Caliph, to call a holy 
| of Israel : “You shall serve none but God——and keep ose e who : aGERSSS, to pay Zakat should leave no doubt 
| up prayer and pay Zakat”’. (2 : 83) 1inds th< at. 2 akat isa State institution and should be 
| *.) (ad) Payment of Zakat, was enjoined even on Jesus (and ve 


sd and dist buted by the State. The following verse 
| ee st his SellDSve Le 3 as mentioned in Sura al-Maryam Ear ara a Iso indicates thatiZakaths aStateinsitution: 
‘Amethese; words): 9) satin (i: ke. 
| oved doidyAndaHe has: made) me. blessed Seeraver I may be, 
-and He has enjoined on me prayer and (payment of) 
’ \Zakat so long as I live’, (19): 31), 
9 There isno.doubs that eyery.prophet. was Gampandes 5 ae and the method of collection are determined by 
kee pap prayet-andipay Zakatfor the p uRbcation qi bReivigual yQ sitter n and the Sunnah. The individuals have, there. 
-members and the prosperity of the Muslim community. Re Hbi dice either in giving their Zakat to anyone, they 
IsJam has made, Zakat not only a compulsory levy, but a : 4 ete mining the amount of its levy. Both the functions 
State institution to be, collected and distributed by the Govern- ; 
ome ha) OIE tnr ae, Rin ay 4 id . _of.the Government: in an Islamic 
/ment. The Holy Qur’an clearly indicates that the institution of gored inekerthe duty 0 ete 
.Zakat should be established, organised and maintained by the ag b biota: eLOTILP 
»fuling power. Maintenance of the institution of Zakat is said to isab e aemptlon limit) 
be one of the, important measures. taken by the Faithfuls to All types of wealth, which remain in the possession of the 
establish an Islamic State when they gain "authority j in this world: ai5ti DC 


ref Lor ¢ ye year, are Subject to Zakat, provided they exceed 
(e) “Those who, if We establish them in the Jand, will 


rescribed limit. If the quantity of wealth is less than the 
keep up prayer and pay Zakat”., (22: 41) : imum escribed * by the Muslim law, it is exempted from 


_ Q)., Again in Sura al-Nur : akat. Isle m has prescribed, for each type of wealth, a oe 


“God has promised to ‘those of “you. who Bee e mpti ppolimit called Nisab. The minimum exemption limit, in 
and do good that He will, surely make them rulers in ofa debtor, Will be arrived at after deducting the amoun 


the earth——they will serve Mena keep up prayer of det sot rom his total wealth. | 
and pay Zakat’’. (24 : : 55- 56) - After making allowance for Nisab and debt, zane vied 


The use,of the. words . 565 hal y: 5 aa ei 9 shows that, on ; nn pes of wealth at the rate of 2}% ; mines and t 


these institutions, are to be established and Organised by the trove ea 20% : irrigated land at 5% ; unit on : oe 


¢ —. ; 


ake alms out of their. property——thou wouldst 
nse. the n and purify. them thereby’’. (9 : 103) 

1e Bol y Pro het, as the Head of the State, is here told to 
Bn at from the Muslim members of the State. The 


. 
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cattle varying between 1 to 24%,. Each of these items and the 
prescribed Nisab and assessment rate will be discussed in detail 


under the section “‘Assessment Rate’’. 


It may be pointed out that the exemption limit (Nisab) is 
prepared very carefully after giving reasonable and _ liberal! 
allowance necessary for the acquisition of necessities of life 
(ile! 4-1), In preparing Nisab, Islam has paid great attention 
to the actual and potential productivity of the things subject to 


Zakat. All types of wealth, which are productive at present like 
commercial goods, agricultural and pastural lands and :inimals 
which are capable of assisting in production, suchas gold and 
silyer, are subjectto Zakat over the minimum exemption limit 

(Nisab). On the other hand, all articles which are considered 

‘necessities or which are not productive in the above sense, or 
both, are exempt from Zakat.! A list of such articles which are 
exempt from this levy is given below : 
(a2) Dwelling-houses : | 
(6) Wearing apparels ; 
(c) Household utensils : 
(d) Riding animals ; 
(e) Arms for use ; 
(f) Food ete, ; 
(g) Articles of adornment Other than gold and silver ; 
(4) Coins, other than gold and silver, intended for personal 
expenditure ; | 

(i) Books ; 

(j) Tools and machinery used for further production ; and 

(k) Animals used in agriculture. 

The above-mentioned articles are not subject to this levy 
sO long as they are not intended for trade (or exchanged for 
profit). 

Further, articles ‘belonging to the same genus (kind) only 
are taken into consideration for purposes of Nisab. Each type 
of wealth constitutes a separate kind (,~*=) for the levy of Zakat. 

For example, a man who owns animals, commercial goods and 


on 
- 


1. 5. A. Siddiqui, Op. Cit., D. 31, 


i IN Bcctiural Produce 


ecording to the nature of land, 1. e. irrigated or unirrigate 


- A, 
es 
— 
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I. S. A. Siddiqui, op. cit. p. 35, 
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silver Will’ be subject to Zakat on each type of wealth 

.1f the three categories of) wealth are severally and 

paboye the prescribed Nisab, he will then pay Zakat 

tot 1e assessment rate of each kind of wealth. But if 
Oticonstitute the prescribed Nisab:separately, they will 

dject to Zakat, even though they may constitute Nisab 

led tc agether. i 

Ww ‘ill be levied Separately on animals, mines, treasure- 

‘de sd wealth, gold and: silver (including ornaments of 
‘s iver 1), agricultural produce, etc. In case of gold and 
Ornaments of gold and silver, Zakat is levied on the 
ulue of the two metals together. The two metals are added 
r in te rms of value and Zakat is levied on the total value 
ne tals. ‘The prescribed minimum exemption limit 
Sor 1e of the articles is given below : 


maser 


“of gold, Nisab is 7} tolas (or three ounces) and 
to as (or 21 Ounces). Fors ornaments, Nisab is deter- 
Sed ing to the metalof »which the ornament is made : 
nade cof gold, Nisab will be that of gold and if made of 
lisab will be-that of silver. 


iy a sia Treasure-Trove 
venty “per cent of mines and treasure-trove, whether 


7 2) 
A i 
aed a 


ed by oo individuals orthe State, is to be paid to the 


fur 


Ti 1] etn); 


C; Catt le Wealth 
i im is are Subject to Zakat levy ranging between 1 to2}%. 


Za | 


Z: Tae varies between 5% to 10% of the land produce 


Commercial and Industria] Goods | PB | | 
»Zakat-is. levied at the rate of 24° on all commercial and 


214 


industrial goods. Every trader and industrialist is to pay 2}% of 


the total value of his goods to the Zakat Fund. 


10. Assessment Rate | 
There are two types o£ wealth b which are subject to Zakat, 
1.e, Visible and Invisible wealth. 


(a) Visible Weal th 


Visible wealels means $ that webith which cannot be easily hid- 
den to avoid Zakat ea euchie as agricultural produce, herd of 


cattle etc. 


(b) Invisible Wealth ee 

Invisible wealth means thats wealth which can be easily hid- 
den to avoid Zakat levy, for example gold, silver, commercial! 
and industrial goods etc. 


(a) Visible Wealth : stot. If aidesits 


1. Agricultura! Produces | eS9nyO J 

- The details of Zakat levy on visible types of wealth like 
dering produce are as follows: © |” 

Assessment rate on the agricultural produce is classified 
on different principles. If land is cultivated, by a Muslim farmer, 
1/10th « of the produce as Zakat which is called Ushr : - whereas 
land revenue collected from non- Muslim farmers is called 
Kharaj. The Muslim jurists have classified land, for purposes of 
Zakat levy and land revenue, in a Muslim inate under four 
headings : 

(i) If the inhabitants of a country. Berace, eran, their 
land will be called Ushri and they will ee ‘Ushr an 1/10th of 
their produce) as Zakat levy to the Government. ~ 

_ (ii), If the Muslims bring any land under cultivation, it wil! 
be called ‘Ushri and they will pay ‘Ushr (1/10th of the produce) 
as Zakat to the Government. 

(111) If the Muslims occupy any land by force, it will also 
be called ‘Ushri and they will pay “Ushr (1/10th of the produce) 

as Zakat fund to the Government, 


7 ~ $e 
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an € Be in the hands. of the original inhabitants 
the y are subject to land revenue tax called Kharaj. 
the first three kinds of land is Zakat and is called 
on the last one is only a revenue tax and is called 
The | authority for the levy of Zakat (i.e. ‘Ushr) on the 
pr oduce’ of - Hane Comes from the following verse of 
ure an!; gol! sf 

nfam / 

Eat fs ft when it bears fruit, and pay the 

: fi es th 1e day : harvest’’ (6 : 142). 

su faa -Bagra : 

Oy Ou who believe, spend of the good things 
earn and. of that which We bring forth for you 
sft he he crt m(2P:'267): 
ists“ have omot’ only’ taken the words 
; ig J sVUs) to mean cereal and fruits but have also 
ealth ae jplom | | 

f oly >rophet himself determined the rate of ‘Ushr. 
sits ined ‘in ae letter which he wrote to Mu‘adh Bin Jabal 
: 1. T ; 7 Holy Prophet wrote to him that : 

: Th and ° ‘irrigated by streams, rivers (running 
=) ) ort ainfall (without human efforts) will pay 

h CUshr) of the produce, and the land irrigated 

3 (or by artificial canal system) will pay 1/20th 
ne aret 10} a? 

abs ee sFaine to: ‘Abdullah, the Holy Prophet said (Bukhari) : 
Sai x 1 the ‘produce of lands watered by rainfall, 
prings or running water (there) is (‘Ushr) 1/10th, and 
tn) what is watered by wells (or artificial irrigation 


a al-/ 


system) 1/20th (or half ‘Ushr)”, 
T he jurists have given the following reason for chargin 
atieth of the produce on the land irrigated by: well 
frigation system) : 
‘Ginging wells and. canals to irrigate) this land 
hand, the land, which is irrigated’ by’ rainf 


AIX \ | 
: i 
“MéRor more labour (and capital) is require 
(x aan streams, needs less labour (and 


—— 
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In order to determine the levy of ‘Ushr, the jurists have also 
classified agricultural produce into two kinds, (i) Farming and 


(ii) Gardening. 
(i) Farming 


According to Imam Abu Hanifa, ‘Ushr is a compulsory 
levy on every kind of produce, but according to Imam Shafi‘i, jt 
is compulsory only on those things which can be stored for 
food. ‘Ushr, therefore, would not be charged on vegetables, 
Imam Malik and Imam Abu Yusuf are also of the opinion that 


vegetables and other similar (perishable) goods are not subject 


to ‘Ushr. 


According toImam Abu Yusuf all other kinds of produce 
which are stored and are measured by a measure or weighted, 
e.g. wheat, barley, rice, corn, almonds, onions, garlic etc., and 
others like these, are subject to Zakat (‘Ushr) provided the 
quantity produced is five ‘wasq’ or more. If the quantity 
produced is less than five ‘wasq, there is no Zakat (‘Ushr) 


on the produce, The above decision of Imam Abu Yusuf seems 
to be based on the following Hadith of the Holy Prophet : 
“According to Abu Saeed, the Holy Prophet said, 
“Nor is there any Zakat in what is less than five wasq 
(of agricultural produce)’’. 
Imam Abu Yusuf has further classified the position of 
articles which are not measured by wasq, for example cotton, 
zaifran etc, There is ‘Ushr in them provided their price is equa! 
to five wasg of the most inferior kind of measurable articles. 
Thus the price of articles which are not measured, is to be 
judged by the prices of comparable or similar commercial goods 
for purposes of Zakat (‘Ushr). 

In case of agricultural lands, Zakat is payable at the time 
of harvest when the crops are reaped. If at that time, it is found 
that the quantity of the produce is Over five wasq, Zakat will 
be collected ; and if the quantity of the produce is found to be 
less than five wasq, no Zakat will be collected. 

It may, however, be pointed out that a reasonable alJowance 

is given for the portion of the produce which has to be consumed 
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iltivator and his family is. determining the exemption 


— 
o ¥ ( - 
és e 
. . 
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dening 
is als $0 vied on fruits. According to Imam Abu 
1 k nds of fruits, like agricultural produce, are 
) Zakat Fat the rate of 10% of the produce. But in the 
of Ime m ‘Shafiti only dates and grapes are subject to 
His opi tion i is supported by the action of Umar, the 
liph, who charged ‘Ushr on the produce of grapes 
onl Ibis Teported that the collector of Taif, Suffion 
lah A ssakafi, wrote to U nar regarding the problem of 
/ hich roduced grapes, peaches and pomegranates and 
ther fruits ‘whose productivity was mani-fold higher 
as. / And he asked for permission to charge ‘Ushr on all 
Umar replied that there was no ‘Ushr on these 


ase “of ‘fruits, however, two conditions must be 
yefore any produce is subjected to Zakat : 
lat | ruit should ripen so as to be eatable and Zakat 
es if unripe or raw fruit is taken away from the 
ut if feeit jS done to evade the levy, it is regarded as 
nd s litable measures could be taken to check such 
Mins: 
; That 1 ae quantity of fruit should be at least five wasq for 
the e Nis b for the levy of Zakat and there is no Zakat on 
ity of f fruit less than this. 
Im am Abu Hanifa forbids estimation or reckoning of the 
| of fruits which is still on the trees but Imam Shafi 
hat itis quite fair and legal. Imam Shafi‘i’s decision 
orted by the action of the Holy Prophet who ha 
pointed Collectors to estimate the quantity of dates | 
ves for id rposes of Zakat.? | 
rate of assessment of Zakat is determined by the n 


a i 


Ys fain, op. cit., Pp, 665, 
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of irrigation system used in the garden. If it is irrigated by 
running water or streams (or rainfall), 1/l0th of the produce 
is collected for Zakat; and if the irrigation is done by means 
of well or water carried on the back of a camel (ie. by 
artificial irrigation), Zakat Tevy i is 1 /20th of the produce.! 

It ‘may, however, be pointed Out that estimates of the 
quantity of grapes and dates should be made at the time when 
they reach the ripening stage or when they are considered useful 
or eatable. In case of dried grapes and dates, Zakat should be 
levied. when they are absolutely dry, teady for use as dried 
fruit ; but in case of fresh fruits, Zakat should be levied at the 
sale price of grapes and dates. Different Varieties of dates (as 
well as of grapes) should be tegarded as One genus for purposes 
of Zakat. : 

Visible Wealth : 
2. Cattle 
_ The details. of. Zakat gat on yisible types of wealth like 
cattle are as follows : 14 Font 
+, Just as Muslim farmers. pay 109, of their Srpduice in Zakat, 
Muslim owners of animals also pay Zakat, the rate of which is 
determined. according to the type of animals they possess. How- 
ever, only those. animals are subject to Zakat which are bred 
for growth (q:! igo) Pe 4 literally means any animal that is 
pasturing. ‘Animals, which are used for riding or for carrying 
loads, are not subject to Zakat and do not come under the term 
wiles: nor does the word oil ge. apply to animals pastured 
to be sold Jater, since such animals are taken into _ account as 
articles of trade and t the rules concerning. the {two are very 
different”. 2 . 
The. term. ge applies. to animals pastured for their milk 
and offspring (j 3) in order that they may grow. Only those 
animals which are pastured for at least more than six months 


are. considered obstanle, however, the animal is fed on pre 
venter during Six months of the year, or more it Is not a a! 4° 


-—-* 


r >> 


1. Dr. Yusuf-ud-Din, op. cit.. p. 666. > ee 
2. S.A. Siddiqui, op. cit., p. 50. 
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is $s exempt from Zakat, unless it is subject to it as an 
rad a’? ed 

‘this connection; it will.be» relevant to recall 

Ja ith reported by Abu ‘Abbas. According to this 

the Prophet -(eJ.°) is reported’}to have said, 

: Be: no Sadagah on the animals used for work 

: >) and as beasts of burden (hol 5>).’ Therefore, 

re ner’ | principle. of Zakat, namely, that only - such 

is subject, to. Zakat which is sought for its 
foal 0 oduce and not for its use, applies in this 

e” L Bint: WEOs 

ne-only, animals ahach are subject to Zakat, according 
1ah, ¢ mee 4, as enumerated below : 

a bs IBOY-95101) 

eep and goats ; 

gulls; oxen and buffaloes ; 
Horses, WBSy-Se1rlt ¢ 

1ese categories of cattle are subject to  Zakat varying 
1 one and 24%, and are dealt with sparred in tha 
= hc ‘ist ‘or onin T1219! 


I! “ai fits 


c "4 OWS oe and 


> 


1é at 


ite e Fakat on ASAE is governed by the following 
1 of the Holy Prophet (Bukhari) :? 

“There is a compulsory levy of one goat on twenty- 
| = or less’ Camels ; one goat for every five camels ; 
le One-year old female camel colt on twenty-five to 
* ir y-f €4 one two-year old female camel colt on 
ir | opine ain one four-year old female camel 
iton forty-six to sixty ; one five-year old female camel 
sixtysone to seventy-five ; two two-year old ‘ema 
Ca i colts on seventy-six to ninety ; 
fem ile camels: on ninety-one to hundred-twenty Sy 
afte © one two-year old female camel on every forty, 
one 5 four-year old, female camel on every f 


5 A. eeu op. ot. pp. 50-51. 
. Dr. Yusuf-ud-Din, op. cit., pp. 670-671, 
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“And there is no Zakat on a person who has only 

four camels but if the owner wants to pay, he may. 

There is one goat on five camels’’. 

Simplified rate of Zakat on camels, as detailed in the above 

Hadith, is shown in the following table : » 


No. of Camels Rate of Zakat 

Up to 4 No Zakat. 

From 5 to 9 1 goat. 
~10,, 14 2 goats. 
Seno 3 goats. 
20 ,, 24 4 goats. 
7 15) 95 5 1 one-year old female camel 
36 ,, 45 1 two-year ,, +s i 
46 ,, 60 1 three-year ,, d * 
61 ,, 75 1 four-year ,, | r 
76 ,, 90 2 two-year _,, wf i” 
91 ,, 120 2 three-year ,, iF + 

| Thereafter on each 40. Ditwo-yearioswcs o> ,, 


Or mse 39 “29 50 | three-year ,, 2 ” 
After that the process of determining the rate of Zakat is 
calculated again fromthe beginning but varies according to 


different, schools of jurisprudence which we need not discuss 
here, 


(ii) Sheep and Goats | 


The following Hadith governs the rate of Zakat on sheep as 
well as on goats (Bukhari) : 

“This is Zakat on goats pasturing in the forest. 
There is one goat due on forty to one hundred and 
twenty ; two goats on 121 to two hundred ; three goats 
on 201 to 300; thereafter one goat on every one 
hundred’”’. iz: 

‘And there is no Zakat on pasturing goats for less 
than forty but if the owner wants to pay, he may”’. 

A summary of the rate of Zakat on goats and sheep, as 
stated in the above Hadith, can be seen in the following table ; 


1, Dr. Yusuf-ud-Din, op, cit., p. G71, 


nv TOO 551 
No 0 Goats or Sheep 
Up to 40 


Rate of Zakat 


No Zakat 
From 4 Y to 120 1 goat. 
21 to 200 2 goats. 

201 ;, 300 3 goats. 


Therez ter 0 mn each 100 1 goat. 

may hi be pointed out that the word » applies 
jually to goats and sheep and either of the two can be paid 
t. V Vhen the two species are mixed together, they are 


1 ae a sone Kind and Zakat is charged on the value of aver- 
nimé Is BSS | a 


s, Balls and Oxen 


The oly Prophet sent Muad Bin Jabal to Yemen with this 
‘Charge one-year old male or female calf on every 
thirty ws and two-year old male or female calf on 
every fifty”. 

a ccording to Imam Malik, Muad Bin Jabal charged one- 
Id male calf « on every thirty cows and a two-year old male 
lf fon ever forty cows. He did not charge anything for less 
1an | ae and said that he did not hear anything with regard 
natter from the Holy Prophet and that he would enquire 
a4 this from the: Holy Prophet when he would see him. But 
he - oly Prophet died before Muad Bin Jabal came back”’.2 

It may, however, be remembered that draught animals 
‘anim als which are used for ploughing and drawing water) are 
exen mpt from Zakat. They are subjected to this levy when they , 
e bred for purposes of trade or kept as commercial goods, 
N Muu: d Bin Jabal did not charge anything for such animals a 
7 ‘Ali is reported to have held the same opinion. 
1 The following table shows the rate of Zakat, as describ od in 
the above mentioned Hadith, on cows, bulls and oxen ete. #4 


tte 


é ‘ 
: 1 irmizi, quoted by Dr. Yusuf-ud-Din, op. cit., p. 672. , 
2. Muatta, Dr. Yusuf-ud-Din, op. cit., p. 672. ls 
3. Kitab al-Kharaj, quoted by Dr. Yusuf-ud-Din, Op. aia 
4. S. A. Siddiqui, op. cit., p. 56. 


we 
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‘‘And there is no Zakat on a person who has only 

four camels but if the owner wants to pay, he may. 

There is one goat on five camels’’. 

Simplified rate of Zakat on camels, as detailed in the above 

Hadith, is shown in the following table : 


No. of Camels Rate of Zakat 

Up to 4 No Zakat. 

From 5 to 9 1 goat. 
10 ,, 14 2 goats. 
US% 19 3° goats. 
20 ,, 24 4 goats. 
7 i) yg ad 1 one-year old female camel 
36 ,, 45 1 two-year ,, - ‘> 
46 ,, 60 1 three-year ,, : a 
61 ,, 75 1 four-year ,, i “i 
76 99 90 2 two-year ,, 9 ”” 
91 ,, 120 2 three-year ,, h a 

Thereafter on each 40 Ditwo-yeaDiloe wes ,92°: |, 


Or’? BE,053% ,,00150 UMeob on three-year. ;; 

After that the process of determining the rate of Zakat is 
calculated again fromthe beginning but varies according to 
different schools of jurisprudence which we need not discuss 
here. | 


(ii) Sheep and Goats 


The following Hadith governs a rate of Zakat on sheep as 
well as on goats (Bukhari) :* Birt | 
“This is Zakat on goats pasturing in the forest. 
There is one goat due on forty to one hundred and 
twenty ; two goats on 121 to two hundred ; three goats 
on 201 to 300; thereafter one Aaah on every one 
hundred’’, ate 
‘And there is no Zakat on apeniieine goats for less 
than forty but if the owner wants to pay, he may’’. 
A summary of the rate of Zakat on goats and sheep, as 
stated in the above Hadith, can be seen in the following table ; 


1, Dr. Yusuf-ud-Din, op. cit., p. 671, 


at aNia\> : 591 
No. of Goats or Sheep 
sie ip to 40 


Rate of Zakat 


No Zakat 

From 40 to 120 1 goat. 
121 to 200 2 goats. 
201 ,, 300 3 goats. 


Tk ereafter on each 100 1 goat. 

. may here ‘be pointed out that the word e+ applies 
jua lly to goats ‘and sheep and either of the two can be paid 
pict. When the two species are mixed together, they are 
un ed ¢ aS one kind and Zakat is charged on the value of aver- 
ii) cons ws, Balls and Oxen 


'The 2 Holy Prophet sent Muad Bin Jabal to Yemen with this 
der : . 

pe. “Charge one-year old male or female calf on every 

‘h airt cows and two-year old male or female calf on 
BYenys BHCC Ys. oc, 

is ording to Imam. Malik, Muad Bin Jabal charged one- 
: iT olc | male calf « On every thirty cows and a two-year old male 
If on every forty cows. He did not charge anything for. less 
jan thirty and said that he did not hear anything with regard 
his matter from the Holy Prophet and that he would enquire 
Sty his from the Holy Prophet when he would see him. But 
he Holy Prophet died before Muad Bin Jabal came back”.2 

It may, however, be remembered that draught animals 
(a init mals which are used for ploughing and drawing water) are 
exempt from Zakat. They are subjected to this levy when they 
re bred for purposes of trade or kept as commercial goods, 
Muac | Bin Jabal did not charge anything for such animals anc 
‘Ali is reported to have held the same opinion.* 
_ The following table shows the rate of Zakat, as described in 
the above mentioned Hadith, on cows, bulls and oxen Aca 


Tirmizi, quoted by Dr. Yusuf-ud-Din, op. cit., p. 672. 
(x Difuatio, Dr. Yusuf-ud-Din, op. cit., p. 672. ad 
. ‘Kitab al-Kharaj, quoted by Dr. Yusuf-ud-Din, Op, cit. ps Sle 
4 S. A. Siddiqui, op. cit. 1 Ps 56, 


* 


222 


Economic Doctrines of Islam 
No. of Animals 


_ Rate of Zakat 
Up to-29 . aT No Zakat. 
From 30 to 39 1 one-year old male or fe- 
| noc « male calf. 
40 ,, 59 I two-year j,° > 5 
60° 3, 69 one one-year en ty, 
iL eae ie) pe ee _1_one-year: and 
| : i | peal crc ” 29 a 
B05 2:03 Lexi gage a SOFAS ote > 
120s) 29 bovrado ei sedeS uPDGWEPGnoes bo > 
100 ,, 109 ] two-year ,, “ + 
110 ,, 119 2 two-year and 
ionesvenr OS ty 
120¥55129:del oid beau jad tworyeatylol 
or | 
en 4 one-year , 


>> p B 


The Istoré Bagar (8) is used to include all animals such as 
cows, bulls, oxen and buffaloes and the same: rate of © Zakat is 
charged on all these animals as that on cows. _ Nisab and other 

* matters relating to assessment etc. are “determined in the same 


“way. All jurists not similar views on this matter. 
iMiw enjsivns IL Ti iy bibe bps 


“Gy Horses ¥ ite, gee sieniii, 


G3 tase: is sft mio! 1 
io» The Holy. Podithcti ee Afb a from! Zakat.! After the 
death of the Holy Prophet many pastures were discovered in the 
» conquered territories of Syria where horses were bred and traded 
on a large scale. The people ‘requested Abu Ubaidah Bin Ul 
' juriah to take Zakat on their horses. He refused to take Zakat 
‘on horses ‘and’ wrote to Umar about this ‘matter. Umar also 
refused to accept Zakat on ‘horses; “The people again requested 
Abu Ubaidah but he refused ‘to take their Zakat on horses‘ and 
again wrote to| Umar. Then ‘Umar wrote to him to accept their 
Zakat on horses if they were willing to pay its) 6 
Thus Umar levied Zakat on horse cS by consultation with the 


1. Dr. Yusuf-ud-Din, op. cit., Pay hil o.4o niCl-bu- tu 
2. Ibid., pp. 674-675, ; << vd De! ny) 


mil l<Diel 
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ions of sie’ Holy Prophet, including Ali. In fact this 
ion the at horses should be subject to Zakat levy was made 


Ms he Ja iso T 


nNe¢ +e b jowever, 


be pointed out that, by making this 
ir has hot in any way opposed the Holy Prophet. 
ly P Bastirpul hile ‘granting exemption to horses from 
ise Vthe words Which apparently referred to riding 
And ‘all the < acompanions, including Umar, took the 
“the Hly Prophet to mean riding horses only. In fact, 
a e time of the Holy Prophet, horses were not kept for 
atlor “or trade Purposes, therefore, the question of their 


On | fr om Zakat did n not arise at that time. 
Regal) mm 


e de cision of Umar to levy, Zakat on. horses was a need 
ime < BOSH BS: way ¢ contradicted the decision of the Holy 
ret Hi were never | bred for trade ona large, scale in 
we f th =, Holy ,Prophet. and so. the decision,of. the Holy 

could not have covered a mottling which did not exist at 
8: i, Pees Orte HINO) 


rd a am Abu Haifa, pasturing mares are sub- 
kat at the rate of one dinar per) bead. ‘‘The owners 
Of tic on for paying a dinar for each horse without re- 
the T oa of Nisab or of appraising them, and, 
r value amoun's to the Nisab, of paying at the rate of 
lams_ for every 20) dirhams’”.2 Umar is reported to have 
ted the method of fixing the price of the horses. 


sh Payment 


re Sa that the rate of Zakat on animals was 
lat ed a 1d collected in terms of animals in those times. But 
$ not in ‘any way reflected that it could not be determined 
arms of money. Tn view Of the difficulties of finding enough 
h mor y for su uch | payments, the Holy Prophet seemed te 
ave co nsidc ted i it convenient for the people to pay Zakati 

ac of cash. Besides, the calculation of Zakat 


STior TO! 


7 \ >» 


nd inst 
es yam 
Dr. Yusufud-Din, op. cit!, p. 674-675, bce 
Bf ae ssaiau, Op. Cit., p. 54 men on 4 


7 


possible to hide from the authorities, e.g. gold, silver, 
_ commercial goods etc. 


irhams”’ .? 
_ subject to this levy by reason of their physical identity.! Due , aN | bh 
Zakat is levied on these metals because they are capable of s Beraheios 
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e capitalist to utilise his accumulated wealth in 
ion and pay Zakat from his profits. As all accumulated 
able ‘to Zakat levy at the end of twelve months, the 
sts are forced. by this levy to invest it in trade, industry 
roductive openings. 

ay, however, be pointed out that Zakat is not levied on 
1S in i income-tax, but on capital that remains lying with 
+ for full one year. Therefore, it will be levied on all 


was very simple which could be easily understood even by the 
nomadic Bedouins. Furthermore, it saved a good deal of time 
which would have been wasted in fixing the value of animals in 
money. Therefore, the Holy Prophet, in order to avoid th 
inconveniences of determining the value of cattle and finding 
cash for payment, ordered that the calculation and collection of 
Zakat should be made in kind. It was a temporary method 
which was adopted by the Holy Prophet and followed by his 


companions according to the needs and convenience of the time, 1 ted \ ealth, including excess of annual earnings over 
It was extremely simple and very convenient at that time when ur e, vhich has not been invested in trade or industry 


money was comparatively rare, 

In view of the needs of modern times, if we change the 
method of calculation and payment of Zakat, we will not be 
doing anything contrary to the decision of the Holy Prophet. 
The rates of Zakat in kind, as determined by the Holy Prophet, J . 
will remain unchanged ; we will only convert them into money Sera rn eC 
rates to suit the needs of our time. Thus it will be possible for >) G. old < ind | Silver « ornaments ; and 
us to make the necessary adjustmentsin Zakat levy to meet our Comn saralamo* °| 
requirements without altering the rates of Zakat. tT | 


(b) Invisible Wealth 


Invisible wealth consists of allsuch wealth which it is 


remai ae with the owner for complete one year. At the 
ar all this wealth will be subject to Zakat. 
purpc ue of Zakat levy, invisible wealth is classified as 


— 


old | 4 Basi IMM 


Hols eee 1s reported to have said, “‘Zakat is 1/40th 
old Pika 1 yer’. There i is no Zakat on less than 74 tolas but 
tolas. and | above, Zakat will be levied at the rate of 2}9/ 


_ > /O 
)th th) of he value of gold. Minimum exemption limit (Nisab) 
old maments: is twenty Mithqals (or 7} tolas), which is 
=e ed from t the following Hadith of the Holy Prophet : 


Phe oe is no Zakat on gold until its value amounts 


(i) Gold and Silver 


| Gold and silver or Ornaments of these metals are subject to 
Zakat by reason of their commercial value just as @!s are 


further production. And the owner of such wealth has to pay Both in gold and silver Zakat is 1/40th of the value of the 


Zakat even if he has not used it for this purpose. netal. T ‘ar oly Prophet said that ‘‘]/40th is com pul sory in 

It is a stimulus to investment, The Capitalist has to pay il ver’, According to Ali, the Holy Prophet said, “1 remit 
Zakat at the end of each year even though he has not invested Pantha: n horses: for riding and slaves for serv x * but. 
his wealth. If capital is left unused for some time, it will be 7a on silver one dirham onevery forty d irh ant and th 
consumed by the annual Zakat levy, It is, therefore, in the is no Zakat Ptitece: are 190 dirhams, t when the am 
1, 3. A. Siddiqui, op. cit., pp. 42-48, Fink 


é = <n 
BA. Siddiqui, op. cit., p. 43. = ie 


1 ed Bip Yusuf-ud- Din, op. cit., P. 678, } 
2, S. A. Siddiqui, op. cit., pp. 44-46, | 
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reaches 200 dirhams, there are to be paid out of it 5 dirhams jn 
Zakat”. According to this Hadith, there is no Zakat on silver 
until it reaches 200 dirhams,’ when 5 dirhams are paid in Zakat. 
In the opinion of Imam Abu Hanifa, after 200 dirhams, if the 
additional amount is less than 40 Birhdms there 1s no Zakat’on 
it ; but when it reaches 40 WP tsi another dirham 1s paid inp 
Zakat” 

According to Abu Saeed, ‘the HaTy Prophet said that, 
“There is no Zakat in less than 5 Augiyah of Silver’. And one 
Augqiyah is equal to 40 dirhams, therefore there is no Zakat on 
silver until it reaches the value of 200 dirhams. When 200 
dirhams are kept for pen, one year, ‘5 dirhams will be due 
on them.! 

In connection with ran oil foi and silver, ‘the following 
few points need consideration :-2 
1, “The Zakat of trade is given preference in case of 
conflict between Zakat of trade and Zakat of als 692, 
Thus if a person has 31,2 camels which he has bought 
for trade, he will pay Zakat of ‘camels as trade articles 
only. This is based on the argument that as soon as 
| animals are intended for trade, the purpose. of pasture 

_ and the cause of Zakat of wil je. ceases to exist and 

_. »they become trade property both in appearance;and in 

| reality. It may, however, be, added that the right to 

collect Zakat of animals still belongs to. the, State, 

| irrespective of whether they . are taxed as r i |oee OF as 

articles of trade”, 

2. “For purposes of Zakat, inition gold and eer are 
treated like wrought or coined gold and silver, such as 
dirhams and dinars or ornaments, decorations and 
plates made of them. Gold and silver wrought for pur- 
poses of decoration and personal, adornment) pay Zakat 
as bullion whether, or not they are used by women or 
kept for purchase of eile. for Rersonel adornment 


Bub on 


7 fey ; 


. . ad ~ 


: Bimon02 
ince gold, and silver are by nature 
trade they are considered as productive 
ce pay Zakat’’.! 
y, how " be pointed out that, according to Imam 
afi‘ tnd even Abu Hanifa, there is no Zakat on lawful 
aments of women. Lawful ornaments include 
ommonly used by women for adornment but 
nelu ¢.. dozens of sets of jewellery kept by wealthy 
mar kof di distinction. Such unnecessary accumulation 
dot ss not come under the definition of lawful 
nd is, therefore, subject'to’Zakat like goldand silver. 
tete ater 1 yaninine whether or not the Nisab is complete 
| due, it is weight and not. the value or 
ates inte account. For example, a vase 
auty may, t be worth many times its value in 
ut.Z Zakat will beslovied on its weight. In sucha 
| kat is s levied on weight and not on value. Inthe 
of Da yment of Zakat also, it is still weight that . 
; basis len Zakat debt is paid in terms of its 
snus. however, . Zakat debt is paid in term of 
it is value that i is s taken into consider. 
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7 gold or silver be mixed with an alloy, it is. con- 

| Ta ure if the alloy is less than half the contents. 
allo ‘equals the nobler metal, it does not then 
20 ld and silver. Finally, if the alloy is more than 
he he article is considered to'belong’ to the class of 
x g ‘trade if it falls under the latter ‘description 
ed as currency. According to one view, however, 
ian Silver cOins it is necessary actually to 
the Precious metal and it is ‘sufficient if it is 


in es r they contain Nisab weight of the metal in 
uP Aw | 


rE : ‘Old is mixed with silver instead of with an alloy 
gold predominates over silver, the entire contents 


Sid sii op. cit., pp. 44-46, 
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Soll >) 
rcial Goods 
nr eos include all those goods which are neither 
we: ght nor volume and are neither animal nor real 
act, all g00ds, excepting gold and silver, come under 
n bof commercial goods because all are likely to be- 
5 of | trade and therefore pay Zakat. 
eaning of commercial goods or articles of trade is 
rified by ‘the following extract from Inayah :} 
jat is inherited, even though intended for trade, 
In the opinions” of Imam’ Shafi ‘and Imam Malik, there} “he este ini edge ce eer 
; yecause in this case the act is wanting. This be- 
no Zakat on lawful gold and silver ornaments. Imam At hen it is remembered that in Muhammadan 
Hanifa also holds the same opinion. But there is consensus of yj payacn tt 
Fe ils her ance is compulsory and takes effect without 

Opinion among all the jurists that Zakat is compulsory onal rte Wye: Pree itloriheheirseaviichcadnot refuse 
gold and silver utensils as well as on ornaments of these metal; ay Rey 

According to Sahib Hidaya, there is a compulsory Za eS: z is ‘acquired against a consideration of 
levy on gold and silver bullion as well as Ornaments and uten i ( fal e.g. through purchase, location (o;\>1) or 
sils of these metals. The argument of this school is that th Such Eeesuiston become articles ‘of trade if 
basis of Zakat is the productivity in gold and silver bulliona sd ‘or trade, since there would then be in them 
well as in their ornaments and utensils. These metals are mean he intention and the act of trade. This is also 
for use in trade (and industry) and possess productivity an nously agreed upon”. 
Zakat is due on productivity. What is acquired fora consideration that is not 


The following table shows the rates of Zakat on gold an ( lL), such as the prices of marriage (,-~), 
silver :- tce (+), and composition from the right of 


Weight or Value of | 2 


are taxed as gold. If, on the contrary, silver predomi- 
nates, then each pays Zakat separately, if of Nisab 
weight. It may be added in this connection that in the 
matter of alloy if Zakat-payer does not know the 
amount of Zakat he must pay, he may either resort to | 
the opinion of two experts or determine it by the ~ 
method of water displacement (by finding volume of 
pure gold and alloy and the article by putting them in 
water separately)’’.? 


(c) Gold and Silver Ornaments 


ation ‘for murder (Badal-al-Sulh “an dam al 
what is acquired for no consideration at all, 


Gold and Silver Rate of Zakat iB): i 
Up to 19 Mithgal or ifas gifts, alms and legacies. According to Abu 
120 dirhams | No Zakat suf. y wealth acquired in these ways comes under the 
20 to 23 Mithgal or 1 Mithqal of gok ‘iption of articles of trade if intended for trade, rT 
200 to 239 dirhams. mare dichams: td oes Not so come according to Muhammad Ibn- a 
each additional 4 Mithgal or 2 Qirats of gold Hasan”, a 
40 dirhams, or 1 dirham, may, however, be remembered that the intention to trade 


sntial. There must be intention to trade when the goods, 
Tg 4, Sadia eee qui _ If pee: i a pie fe tage es ase a 
2. Dy. Yusuf-ud-Din, op, cit., pp, 680-68], ue ase, t e goods will be considered to have been Dou 7 
| == cre brY . 
‘SA. S sdiqui, Op. cit., pp. 46-48. SB «4 hi 
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Ip: | ly RR SRESES, 
personal use. On the other hand, goods’ bought for trade goog $1) 
will be considered as commercial goods even if a part were used creer Oliv) . 
for personal uses. These goods will remain so until they are Benin & evn! h 
intended to be used for other than trade purposes. iN 43 wT L apter Jb 


Ifthe goods are not sold and remain. with the trade for on -... as 
year, they will be subject to Zakat. According to Imam Malik, Sr 
if any one buys wheat or. dates. with old or silver for trade pure 
aoe and tie remain in his sea tee unsold for f ull one year 4 ee peeked =111 
they will be subject to Zakat,. if they. fulfil the: necessary, Nisab | 
limit. All articles of trade, irrespective of their quality or kind, 
are subject to Zakat provided their value comes up to De 
either by gold coin or silver coin;!.... °°. 

According to Imam Abu Hanifa, the value of. commercial 
goods should be fixed in terms of money. which is more advan- 
tageous to the poor. In the opinion of Imam Abu Yusuf, value 
of articles of trade should be reckoned jin ;that money by which 
they were purchased provided. their price. was paid in money. 
This is very helpful in finding out the value of the goods. If the 
goods are bought in exchange for something Other than money 
(through barter) then the price should be reckoned in money 
which has greater circulation. Imam Muhammad is of the 
opinion that. the value of articles of trade must be appraised in 
terms of Money v which has greater circulation. a 

Levy « of ‘Zakat_ on articles of trade is. very effective in dis- 
couraging hoarding of commercial goods In Order to increase 
ae by artificial r means. | 

To, sum up, Zakat i is a compulsory fave which i is collected from 
the wealthy and spent on the poor and the needy. For this pur- 
pose, all types of \ wealth, including . idle wealth, is subject to a 
levy of 24%, , agricultural produce . at the rate of between 5% and 
10%, mineral ane including gold and silver etc. at 20% of 


the value ¢ (OF weight) 4 
JiJR bd SITS iif ‘ if} ETT 


dj Po Siioo1! : 

; jpn eet Beneficiaries 
ie dant 25 225) 

bas siaries of Zakat are fixed by the following. verse 
Oa eee | 

da a2 at. (Zakat) are only for the poor and the 
md those employed to, administer it and_ those 
carts are, e made to incline (to truth), and (to free) 
tive , and those i in debt, and in the way of God 
. wayfarer... an ordinance from God”. (9 : 60) 
by. Sadaqat here is meant the obligatory 
a sles Zakat, and not voluntary. aJms, is shown 

acluding. words of the. verse which calls it an 
ce a Allah, The. verse defines the objects 
>. the, poor rate may be spent. Altogether eight 
5 expenditure, are recognised, There are the 
- those An Straitened. circumstances ; then there 
ec. dy, by. which. are meant people who need 
Bivornable. them to, earn their living, Poor 
D ind craftsmen or bnsinessmen without sufficient 
auld be included in this category. Thirdly, there 
ol >ctOrs: of Zakat and other people, employed | 
nister the funds. This shows that the institution . . 
€ant for raising a public fund, whose management 
entirely be in the hands of a public body. ~ 
Joly Quran does, not, recognise it as a priva 
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1. Dr. Yusuf-ud-Dia, Op. cit., p, 681, 

2 [bid,, p. 682, 


feitranslation by Muhammad Ali, p. 399, note 1069, 


230 


personal use. 
will. be considered as commercial goods even if a part were used 
for personal uses. These. goods will _remain_so until they are 
intended to be used for other than trade purposes. 


If the goods are not sold and remain. with the trade for one. 
year, they will be subject to Zakat. According to Imam Malik, 


if any one buys wheat or dates. with gold or silver for trade pur- 
poses and they remain in his possession unsold for full one year, 
they will be subject to Zakat, if they. fulfil the necessary Nisab 
limit. All articles of trade, irrespective of their quality or kind, 
are subject to Zakat provided their value’ comes up to Nisab 
either by gold coin or silver coin;! 

According to Imam Abu Hanifa, the -value of commercial 
goods should be fixed in terms.of money. which is more advan- 
tageous to the poor. In the opinion of Imam Abu Yusuf, value 
of articles of trade should be reckoned in ;:that money by which 
they were purchased provided their price was paid in money. 
This is very helpful in finding out the value of the goods. If the 
goods are bought in exchange for something Other than money 
(through barter) then the price should be reckoned in money 
which has greater circulation. Imam Muhammad is. of the 
opinion that the value of articles of trade must be appraised in 
terms of money which has greater circulation, 2% 

Levy of Zakat on articles of trade is very effective in dis- 
couraging hoarding of commercial goods in Order to increase 


prices by ; artificial means. 

To. sum up, Zakat isa compulsory levy which i is collected from 
the wealthy and. spent on the poor and the needy. For this pur- 
pose, all types. of wealth, including . idle wealth, is subject to a 
levy of 23%, agricultural produce at the rate of between 5% and 
10%, mineral wealth, including gold and silver etc. at 20% of 
the value (or weight), 
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On the other hand, goods bought for trade! 
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Chapter 16 
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© Beneficiaries 


oh TY dnc} 21 i eehiv £13 : 
aeficiari sof Zakat are fixed By the following, verse 


Boeri yoin egal 

_(Zakat) are only for the. poor and the 
shoesemsloves. to administer it and those 
BISA. O incline (to truth), and (to free) 
nd those in. debt, and in the way of God 
pelhiets ordinance, from God”’, (9 ; 60) 
at here i is meant the obligatory 
>all at, and. not voluntary. alms, is shown 
conc Inding words of the verse which calls it an 
ice f rom Allah. The. verse defines the objects 
; ich poor rate may be spent: Altogether eight 
De aisireuein tecognised, There are the 
thse insted circumstances ;.then there 
edy, by, which are jmeant people.who need 
| > enable them to earn their living. Poor 
$ Bon craftsmen or bnsinessmen without sufficient 
ould be included in this category. Thirdly, there 
coll ctors of 3 Zakat and other people: employed 
m pn ister the funds. This shows that. the institution 
ee raising a public f und, whose management 
pe be in the hands of a public body. 
an. does, not, recognise it as a private 
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charity, It is sad to note that, as the Holy Quran would 

have it, the institution of Zakat is entirely neglected by 

the Muslims. Inthe fourth class are people whose 

hearts are made to incline to truth. With respect to the 

preaching of a religion there is always a class which is 
ready to listen but the carrying of the message of truth 

to them needs funds. There are also people who may 

need help, if they accept the truth. Expenses in this con- 

nection are recognised here as a part of the necessary 
expenditure of Zakat’’. 
‘The fifth head relates to the freeing of the prison- 

ers of war and the necessary expenses incurred in 

that connection. The sixth class is that of debtors— 

people who incur debts for right purposes, for example, 
debts of farmers for improving agriculture etc. Islam 
requires all’ the members of Society to live in a free 
atmosphere, and those burdened with debt must there- 
fore, be freed of their burdens. Squanderers of wealth 
are, however, not included in this category’’- 

“The seventh head is in general words, 1! \..+<, 

or in the way of Allah. Some limit the significance of 

these words to warriors (fighting in defence of faith), or 

those who are engaged in propagating Islamic truths, 
while others think that the words are general and 
include every charitable purpose. The eighth head is 
that of wayfarers, people who are stranded in a country, 

to whatever religion or race they may belong”’. 

Thus the beneficiaries of Zakat are enumerated by the Holy 
Quran and the State has, therefore, no authority (as some 
‘modern’ writers claim) to spend these funds on purposes other 
than those laid down in the above-mentioned verse of the Holy 
Quran. These eight heads of expenditure, which are prescribed 
by the Holy Quran, are dealt with below : 


(a) The Poor (+! ys) 


The word faqir (_»#) means a destitute and a poor man who 
has nothing to live on; or q healthy and honest but unemployed 


ae TeREREREPEReceren 
eereeererererercery 
a — a" -=—_* =" ~~ = 


at ia | 933 
yn who has no source of income. The word fagir (_x*4) is 
in th 1e latter sense in the story of Moses in Sura ‘Al-Qasas 

ese words : 

"So he watered (their sheep) for them, then went 

Be 24 to the shade, and said : My Lord, I stand in need 

of whatever good Thou mayest send to me”. 

‘the word x8 is used for an unemployed person who 

: * ais country for fear of oppression to seek refuge in 
er ountry, Thus the word may equally be used for 
e er igrants who are forced to leave their country by 
te al ‘changes (as it happened in India and Palestine after the 
ze 1d 1 orld War). 

The Muslims, who emigrated to Madina, to seek refuge 
he'cruelty and oppression of the Meccans are called faqir 
)in' Sura *Al.Hashr’ in the following words : 

(i). “(It is) forthe poor (15:2) who fled, who were 
/ driven from their homes and their possessions, 
att cre grace of God and (His) pleasure, and 

sIping God and His ‘cheat ban (59 : 8) 

A . in Sura ‘Al-Baqgarah’ : 

(ii - (Charity) is for the poor (ol 3) who are confined 
- in the way of God, they cannot go about in the 
; “Wand ; the ignorant man thinks them to be rich on 
f account of (their) abstaining (from begging). Thou 
u “canst recognise them by their mark—they beg not 
ey men importunately”’. (2 : 273). 

Bh “In short, the term includes all poor, old, incapa- 

ate@ individuals and those who cannot earn a liveli- 
ho od'as well as those who are performing the duties of ~ 
Tsla im, €.g. students, teachers and propagators of Islam,” 
who ae no time to devote to earning a livelihoods : 
well as the unemployed’’. 
‘The reason why they should be given someting for mainte. 
nce from the obligatory levy is stated in the “they 
los st_everything and had to leave their homes ¢ 


1. AS Siddiqui, op.cit., p. 158. 
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property’. -It,is necessary to remember, moreover, that one 
of the important heads of expenditure in the ‘‘Bait al-Mal’’, was 
the help of the poor and those who were unable to earn their 
livelihood. It was under-that head. that, the refugees. who had 
lost all their wealth and homes, and were still sO. poor that they 
could not carry on any business of. their Own,.. were, to receive 


anything from what the Bani. Nadir left, all of which formed part 
of the public treasury”. 1 | 


so) In view-of. this - necessity, the Holy @urap, ines reserved a 


part of the Zakat Fund to meet.the) requirements.of. these. poor. 


and destitute people or unemployed labourers .who, cannot find 
work and are in straitened circumstances. It is, ina way, their 
nation! insurance which, by helping them during .unemployment 
period, protects them against the tyranny-of the employers. — 
Thus Zakat is a double weapon for the;assistance and pro- 

tection.of labourers, It is collected from. the rich, employers to 
help poor labourers. | As such, it, provides.some, insurance to 
the labourers to hold on, when: unemployed, for a. sufficiently 
long time to enable» them to bareeia) a peaponable wage On eave 
terms with the ape PIE filer 
(b) The Needy 


ri3 ? ta 
+ ibd ee! tod 


The needy Ii like, the poor ; r also benefit from the. Zakat Fund. 
The word Sees, coyers all those. people -who. are. rendered 
helpless or. invalid int sickness, old. age,or war and are either not 
able to do any work or. can do. some work but do not earn 
enough to maintain themselves and their family. All those 
people who | become. blind, lame, invalid etc,, im war come within 
the definition of Ken, In the opinion of Imam. Abu Hanifa, 
the needy. Héesoms are... _worse. than the. poor. (+!,4) because they 
are I endered quite helpless for Jack of money.? 
‘“The needy or the indigent are those who do not 
_ have anything and who need’ to resort to begging in 
(order to make a pean he ‘and obtain prea clothing to 


re | 
NOT 115! oo 


1, Fialy Ouran On tet .» p- 1046, note 2478, 
2. Dr. Yusuf-ud-Din, op, cit,, pp. 728-729, 


e 


ise. SIMI sh 235 


eth 1ei | ‘nakedness, However, fromthe practical point 
rie BF pahe difference in the definitions . of ‘“‘poor”. and 
is not of much consequonce”’.? - | 

ie sccis (c~Kane) are people who possess something 
: han Nisab, not enough to meet their needs or who are 
und er debt. Thus the needy are peovle who possess little 
>=no meee to enable them to live without assistance. 
Quran has laid great emphasis upon the fact that 
: ”” deserve e every help, not only from the State-as bene- 

of ‘akat Fund, “but also from individual charity. For 
in Sura, Al-Baqarah, the Muslims are enjoined to help 
he following words 5p ian 
“Tt is not righteousness that you turn your faces 
tov cowards t he East or West, but righteous is the one 
ee in God—and gives away~ wealth out 
of love to the orphans and the: needy”. (2°: 177) 
P The essence of religion of Islam’; we..are here 
Vis aith in God' and’ benevolence. towards men. 
=I pir ing t ne orphans andthe needy is more important’ 
hi ee in the eyes-of. aa than:the performance of 
ler i utward: ceremonies’’.2 ne 
hen in ‘the same ’Sura : | 
hey ask ‘thee as to iin se Fauld spend. Say: 
hat Recs you Spend; it is for. the parents—and 
fe! Orphans and the needy’’. (2.: 215) 
Big here be pointed out that; Islam does not provide 
xe ecessaries of life'to the= ~poor-and the needy but goes 
irther to enable them to enjoy a reasonable standard of 
1g. 5. aie does:not discriminate between the poor and 
dy belonging ‘to different. races and creeds. All those 
9 con istrundee the definition of fagir (.»*#) and miskee a(« rive 
especti of their colour or creed, receive their | 
akat Fund. The Caliph ‘Umar. OAS oda 
H ) ly Quran “* ‘‘Poor”’ and “Needy” as Of pen 


Ss. ig Siddiqui, op. cit., p. 159. (liq ie 
dyes Lo ly Quran, op. cit., p. 71, note 213. 
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and, therefore, included under this head ong poor and'the needy 
from amongst the non-Muslims. 

When Khalid Bin Waleed made a treaty with the inhabitants 
of the town of Hira, he included in the terms of the ‘agreement 
the grant of maintenance to the needy and the invalid non- 
Muslims out of State treasury,? 

(c) The Collectors 

The. third recipients of the Zakat Fund are the collectors 
appointed by the Head of the State (Imam) to.. collect and 
distribute Zakat. The term ‘collector’ included all the officials, 
such as, collectors, clerks, scribes, distributors, Store-keepers, 
accountants etc. who might be appointed to assist. in the collec- 
tion, storage, distribution and administration of the Zakat Fund, 

The. collectors. are. paid wages out of the Zakat Fund 
irrespective of their own financial position, It isa salary paid 
for their work in connection with the Zakat Fund, The salary of 
each worker will be determined, as in. other Government and 
semi-Government departments, according to the mature and the 
degree of responsibility of his work. 

According to one school of thought the collectors should be 
paid the price of their labour but the total expenditure should 
not be more than 5% of the Zakat Fund. According to another 
school, the total payment to the collectors could go up to } of 
the Zakat Fund ; while others do not prescribe any upper limit 
‘to the payment of the collectors. 
| Whatever be the price of the collectors, it is the duty of the 

State to see that the Zakat Fund does not ‘lose its: real purpose 
i.e. helping the poor and the needy. In other words, its expendi- 
ture must not be allowed, under any circumstances, to exceed its 
revenue, otherwise it would become unproductive and would 
lose all its significance?) (99095 45 4 


(d) Mau-Allafa-tul- -quloob (o staal) 34) 
Under this head could be included various Classes of people 


1. S.A. Siddiqui, op. cit. p. 159, , 
2. lbid., p. 160. ,O1S oon , | 
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rie oa hip andico-operation might help in strengthening 
| ale recently. converted to Islam who might have lost 
>VIC oh property and need encouragement and assistance ; 
fverts could be given financial assistance simply as an 

om entieven if they have not lost any of their property 
ith eros‘poor™’! nor “needy” ; “if the Muslims are not 

> p rien idoptactice their religion and are tyrannised 
DI ss edn any land; —payments could be made from the 
indvif it could’ help in ‘aaah those restrictions and 
51¢ gpa Rieio3dob ons S200) 

n the > term is wide enough to include the people whose 
Lif : jis bought by paymnet out of the Zakat Fund and who 
deterred from doing any harm to the Muslims or the 
1 St it Sao igidob tiod? idee) 
rge sums were spent under ‘iit head during the time of 

y Prophet but the ‘amount decreased in the time of the 
Caliph}, Abu» Bakr.’ But:the Second Caliph, ‘Umar and 
aliphs after him, stopped this expenditure when Islam 
tength, and thus this ‘share out of the Zakat Fund has 
an But) whenever there is need to help either 
onverts to Islam.in order to provide them with means of 
lood until they are able to)stand on their own feet ; or to 
rage Baer min faith; or to deter the BisChiefmakéts from 
bing the peace of the land, this use of the Zakat Fund can 


edi) fOR souuspba: 
g of f Captives (Slaves) 


Is sa 1 m has adopted different methods to remove the curse of 
om m humanity, Among others, a portion of Zakat: vas 
in freedom for the salves. According to Imam ‘bu 
I 1 and Imam Shafi‘i, slaves should be paid enough 
vin | heir freedom. Imam Malik i is of the opinion’ iat sla 
uld be, bought with Zakat money and then set free e. 
Though this use of Zakat~has also apie long | since, it m 
r€ revive i (if| not repugnant to the intended°use mentioned 
he Holy Qur’an and the Sunnah) by. assisting artisans 
and ji-craftsmen to setup their own small ir du sti ies. inste 
> 
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working as ‘labourers. This'will not only help them ‘to be their 
own-masters but will also greatly increase the wealth of the 
country, | 


(f) ‘The Debtors 


All debtors whose age ee oe thee personal belongings 
(i.e. their ability to pay) are helped out of; the. Zakat Fund to 
pay off their debts provided, theirdebts were not incurred for 
unlawful acts, e.g. indulgence in luxuries, drinking, gambling 
and speculation etc. For this BBEpode the debtors are classified 
into two categories :? | 
_,1,.Those who aera siees debts hiv satisfying their 
necessaries of life, If they are not rich and’ do not ‘possess 
wealth over the prescribed Nisab, their debts could be paid off 
out of the Zakat Fund. 
adi 34°< Those who incurred their debtssi in assisting other people: 
The debts of such people, whether neh or oer; will be paid off 
| 4 eater ti to Thay Abu Y usif; she debtors include al! 
thons people who cannot pay off their debts. Sahib Hidaya is of 
‘the opinion that it. means those who owe bebts‘and do not 
possess anything above the prescribed limit of Nisab. Qatada 
thinks that. ‘‘¢)'©. are -those people who are ‘entangled in the 
snare of debt and the, burden of debt is due neither ‘to their 
extravagance nor unlawful expenditure nor their. poverty’’. 
And according to Mujahid ‘‘¢j© is one whose house burned or 
whose belongings are washed away by flood and he cannot 
maintain-his family’2) 0 | 2 
» » ‘The Holy. Quran,: while describing the beneficiaries of Zakat, 
mentions 3-4) along with ‘‘the ‘poor and the needy”, which 
clearly shows that this jtem of expenditure refers to the wealthy 
debtors who have. been forced by ‘circumstances to take loan 
because poor ‘debtors’ are covered by ‘the above-mentioned 
FafPePtiss of ‘the poor”’ and ‘‘the needy”’.2 
Tn all these and similar. Pirculisa gees, ae is the) duty of the 


1 oe Yusuf-ud-Din, op. cit. 1D. 732, ut 
2 lbid., pp.: 133-34; - ar | 
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he State to pay off debts of the debtors out of the/Zakat 
Bae = Holy Prophet fully accepted the responsibility of 
> fi del bts: of the poor.debtors or even of ithe wealthy, who 
1th ein debts i in accidents and-were:not spendthrift;» and 
ning ig th aeir families! on'State ‘expense, Thereafter, all the 
e pa id off out! of) the «treasury. by! the Caliphs. The 
g peta dith of the Holy Prophet supports the above view : 
aE - Pcophet i is reported to have siad that ‘‘Whoever 
OF y is’ for Shy eestor and) whoever leaves any 
pus (the Statey? 
assistatice in ‘paying off debts incurred for © productive 
es Be teicocnisstiae the’ basic needs of one’s” family has 
ri fice ance. It has ‘special significance 1 in under-developed 
iil iral countries where the farmers, due to the’ very 
y ei adustry, “greatly dépend upon the natural factors 
of sften” heavily | ‘under | debt) “Islam enjoins upon’ the 
ate tc ‘pay off ‘debts of such people and lessen their 
= they may be able to live and work in peace for 
| good and for the good of society in general. 
ort, the word “‘used to help debtors” has very wide scope 
m east Io vide sassistance to deserving but honest 
) Oj} Yin B1510 
ase of Allah (Bln ig 
: N12: Brisbou jon 7 
A e sa very wide. term and its practical forms could only 


iat ned _by.! the prevalent conditions. and needs of the 
t could cover. varieties of acts, such as assistance in the 
ae n of ‘the. “Muslims for the Holy war ; provision of 
Teed facilities. for the sick and wounded ; education of 
fho could not ‘pay for their own education. In short, it 
‘Ss. Beat t those acts which are essential and beneficial | 
vane ¢ Muslims and Islam. The following extract § 
n understanding the wide scope of this i nena 


a Usuf-ud-Din, p. 732. pests: > a pi 
A. Siddiqui, op. cit., pp. 164-168, 
Si 7 d Qutb, Social Justice in Islam, 
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expenditure : 
“‘Certain jurists have taken the words ‘‘the way of 

God’, to mean the religious war. The limitation does 

not appear to be correct. In the preceding Quranic verse 

(Alms are for the poor, who are straitened for the cause 

of Allah), the phrase ‘the cause of Allah’ does not mean 

religious wars only but every act of piety and every 

religious act’’.} 

It could mean pilgrims, who, because of their poverty, could 
not complete their pilgrimage to the Holy place. It could also 
mean poor students as well as poor people who are committing 
the Holy Quran to memory. Thus it could be taken to include 
all those people who are serving the cause of Islam in multi- 
farious ways throughout the Muslim State provided they are 
not already receiving financial aid from the treasury. According 
to Imam Baidavi, “the cause of Allah’? may alsocover the 
expenses of building bridges and castles for the benefit of poor 
people,? 


(h) The Wayfarers 

~ A person, who becomes destitute but cannot benefit from 
his wealth being away from’ homeon a journey, is called a 
wayfarer. He needs financial help to complete his journey. He 
will be helped upto his requirements on the journey out of the 
Zakat Fund provided his journey was not undertaken merely 
for pleasure or for any unlawful purpose.® 

' According to Imam Abu Hanifa, a wayfarer who is in the 
middle of the journey will be given help but not one who is at 
the start of his journey. But the words used in the text are of 
very wide application and any wayfarer who is at the start of 
his j journey can be given financial aid provided his claim is 
genuine and Teasonable. 

Even emigrants, who have to leave their homes and all their 
belongings, owing to political Oppression, war and racial and 
1. S. A. Siddiqui, op. cit., pp. 164-165, 


2. Dr. Yusuf-ud-Din, op. cit., p, 738. 
3, Sayyed Qutb, Social Justice in Islam, | 
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jatred and persécution, could be included in the 
of av ayf arer. 

jayfarers can be helped by cash as well as by providing 
a mees and facilitiesto them in the form of rest- 
iting rooms, baths etc., at tbe stations and other 
pla em throughout the country. Even construction of 
pair ‘ing of old roads and bridges can come under this 


st, all that facilitates easy and comfortable journey in 
itry and encourages traffic could come under this head.t 


eight heads of expenditure have very wide scope, and 
all forms of social security (social insurance) in 
ity But it may be remembered that these beneficia- 
1 foi Zakat only if they tried their utmost to earn 
| 1d av ve failed to carn enough to maintain themselves 
families. Thus Islam, on the one hand, encourages 
3 work dard and earn their owa livelihood and on the 
ins 1 pon the Muslim State to provide work to every 
ane Si tate. In this way, with individual efforts and 
sip every member of the community should be able to 
live lihood in a Muslim State. 
in Spite of all this, if some person Or persons are still 
) earn their livelihood or earn something but not enough 
1 tain their families, Zakat helps in their straitened 
tance S. It is thus a last resort for those who, in spite 
: bes t efforts have not been able to earn their living or do 
lave enough to meet their needs.” 
‘he comprehensiveness of the National Social Securit 
€me thus covers all in the Islamic State. 
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5. 5. A. Sic \diqui, Op. cit., D. 195. 
jayyed Qutb Social Justice in Islam. 
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Woune nie, MSVOds bHe Wel to + 
fter expl | anne t] xe yarious beneficiaries. of the Zakat Fund, 


now “de al Brith the procedure of distribution of this 


1 a the f Owing Pages\>«). Srnison SOM! 


The a: is ditt eee MENS EADIE the jurists as to 
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the fear: d shoul iba sean d equally into eight shares or 
be dis burs ealto; all, classes | together. We need not go 
ails of his distribution because the Head of tbe State 
tk thority te di ter: mine.t is he amount of these. shares in accord- 


fr 4 


ith the c | cumste Hed requirements 0 of the time.* 


The second Hon is hoy Ow much must we pay to each 
ficiary. ‘obvio us ly, t Purpo Ose of the ‘Zakat Fund is to help 
l wii 


1e Je out of th leit financial roubles and Not to make them 
ender upon | it, It j is, pares, reasonable to pay them 
ugh h to g et ovr e he period o of stress. “The debtors should be 

an amount Peraih 0 pay. off their debts and leave 
hing tc meet t r own needs. “FES unl 

In the pit ion of he jurists | the maximum amount of mo °) 
that an be pai ) an y one beneficiary, after meeting. nH de nig 
etc. ‘at one tim cae Id no t exceed the limit of Nisab, 1.€ 4 JD 
dir hams.1 eerie — 


3. aa Vitis waa the ps payment t of Zak ae 


1G Ii Au vie if iT] (919 aive 
» tran nsfer of aoa ip to the recnientaeh ay als iB : 


Fore, yment Zakat ula not resulb ay 
Benefit oO the giver (of Zakat), 
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In view of this, it seems unlawful to give Zakat to one’s 
direct descendants or ancestors or even to one’s Spouse because 
in these cases there will not be complete transfer of ownership 
of the given share to the recipient. 

4. It is an obligatory duty of the Muslim State to guarantee 
the maintenance of all its members, Muslims as well as non- 
Muslims. All poor and needy in the community must be provid- 
ed with sustenance from the Zakat, Fund irrespective of race, 
colour or creed. It is a statutory duty upon the Muslim State 
and any discrimination between the recipients because of race, 
colour or creed will render the authorities negligent and an- 
swerable to the court of law and, above all, sinful in the eyes of 
God for which they ay be answerable on the Day of 
Judgement. | 

5. Furthermore, nothing should be given to the family of 
the Holy Prophet out of the Zakat Fund. This view is supported 
by the Hadith of the Holy Prophet and’ there is complete agree- 
ment among the jurists on this a ik 


Objections 
| Some people, without understanding the meaning and the 
real significance of Zakat, have raised objections against its levy. 
It shows not only that they do not understand the nature of this 
levy but also that they are ignorant of the rudimentary princi- 
ples of investment. 

‘The first objection against Zakat is that it will discourage 
trade, industry and other business enterprises in the country. 
This objection is in fact raised by those people who do neither 
understand the spirit of Zakat nor its effect on the rate and 
volume Oo “investment. Zakat is criticised as they would criticise 
any other tax levied by the Government for raising revenue. But 
it is not a tax in the ordinary sense, as explained earlier, but is 
an act of worship like daily prayer and the spirit working behind 
it is quite different from that of an ‘ordinary tax. The Muslims 
voluntarily pay Zakat and feel happy and Satisfied having per- 
formed their duty just like prayer. 


p. 169. 
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something that concerns your conscience, If you believe 
ind the Day of Judgement and regard prayer and Zakat 
atory duties laid upon you by God, you will then per- 
ése duties willingly and’ will be gladito have paid more 
res eg Such people do not count their time 
which are spent in the name of God. They seek His 
. bs yg ‘ving not 0 nly’ 249% of their wealth but as much as 
Spe are after meeting their basic’ requirements. After 
h 7 duties, ‘they do not feel proud but show their 
thinking God for providing them the opportunity to 
fictacbe which they owed to the poor members of the 
nity. T ley are fully’ conscious of their duty to the poor 
of th 1e community as described i in the following verse of 
yQ urar kded eu0joB1. Ly 
FS and ‘in their wealth is the right of him 
who ) asks, a1 nd him who is needy” (51 : 19). 
1 a3 | porne ir in mind that this levy will not be added to 
: of oC mmercial goods i in order to transfer its burden on 
tg as i happens in modern sales tax. This is 
is n t calculated as an item of expenditure by the 
is taken ou t of t their net profits at the end of the 
d is pei the | treasury from their personal income and 
m the ) Bross EpUnueS: as some people might think. 
us ¢ ue efor a moment. that Zakat discourages trade 
ustry.. People | for fear of this levy do not like to invest 
ir commercial and industrial enterprises. But if 
nvest their capital, where will they take it? Will 
1oard Shei it?If they hoard their capital in any 
n, t hey s till have to pay Zakat out of their total wealth at the 
of tk re year for Zakat i is levied on all forms of wealth by 
Ay reductivity. Whether it is used productively o 
rm of hoarded wealth. Zakat is to be paid out Jof 
: end of the year. Since all cash, gold or silve 
ur ere cy are by1 nature intended for use in trade and indus 
ey ar ae productive and hence liable to Zakat © 
is Zaka Hever ates capital alone but follows it 
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whether invested or hoarded and thereby | forces its owner to use 
it productively. 

When a person has to pay Zakat. on his hoarded wealth 
every year, he will prefer to invest itin order to be able to pay 
Zakat as well as some of his own expenses out of his profits. 

If he does not invest his. wealth for. some time, Zakat levy 
will slowly but surely finish his wealth...He will, therefore, be 
wise enough to invest his capital in some. productive enterprises, 
In order'to pay Zakat from his profits and at. the same time 
increase his wealth. Zakat thus provides a very ‘strong stimulus 
to the wealthy people in the: community to invest. their capital 

rather than leave it unused and let it be finished in. due course 
by the regular payments of the annual Zakat levy. 

In fact there are two powerful factors behind the levy of 
Zakat which encourage the, investment..of capital in industrial 
and commercial enterprises. Firstly, there is the psychological 
factor : the very fact that Zakat is paid to seek the pleasure of 
God is enough to encourage people to use. their capital as far as 
possible for productive purposes so that they may earn more 
wealth and pay more Zakat, thereby earning still greater pleasure 
of God. This factor permeats the whole fabric of Muslim society 
and supplies sufficient capital to keep the wheels of trade and 
industry continuously running. 

_., Secondly, there is the economic motive; the more you 
invest your capital in trade and industry, the greater profit you 
make. The people are thus encouraged to invest their capital 
rather than to hoard it, If the institution of Zakat is revived 
in.its true form, and every form of hoarded wealth is subject to 
Zakat, all hidden (unproductive) wealth will be invested in pro- 
ductive enterprises, Every owner of such property will endeavour 
to use his wealth in the best possible way in order to make 
higher profits. As Zakat is to be paid under all circumstances, 
everyone would prefer to pay it out of profits than to pay it out 
of stationary hoarded wealth, ‘This Tealisation on the part of 
the owners of hoarded wealth would make available to trade 
and industry a large amount of capital which, otherwise, would 
have been lying unused with them. 
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ne p other author have objected, tothe Zakat levy on the 
hat, as:it is levied. on’ savings, everyone’ will try to. 
ws wealth before the year is out. But’ this objection 
asec ed on the: fallacy that):Zakat is\-a’ tax.and that the peo- 
compelled to pay it by force by the Government, Besides, 
oh Ways levied:on savings at the end,,of the year. This 
n / tol cash, ‘or gold-and silver. In. case of ‘agricultural 
ite Getubdallectedion the spot. This objection: does not 
en to 9 commercial‘and industrial’ goods for the owner of 
ebescisinitoot as to. ‘squanderiall his" profit sand 
nerely to avoid the payment of Zakat, Even if he is such 
here will he'squander his wealth ? Will he spend it all 
ng, gambling, speculation, luxuries etc.,) but they are 
ful ir | a Muslim society. All unproductive and luxurious 
es, on which wealth can »be’) wasted, are. declared 
+)eT0 «check unnecessary, and «lavish expenditure on 
a j/ other articles of pleasure, the State |is empowered 
juce legislation to check or stop production and import 


plessic xs iif 12 % 

1yor Hoe siouitd like to seit ek or a part of his savings or 
on “the ‘building ‘of houses, furniture etc., in order to 
ie Ze kat levy, his capital would come/into circulation in 
n Of another.’ It would certainly increase the demand for 
t ets Of some: industries ‘and’ would, thereby assist in 
1g employment to many people in the country. Spending 
Jefinite better ‘than hoarding for it helps in bringing 
ntc circulation. And one of the objectives of the Zakat 
ie) enc ourage people to spend and invest their wealth in 
: oo 10" ebnsi : 
De 214 to y vehicourage’ investment and discourage 


ci Thy, cl Tey 


Sund., . The hie of capital to both these channe s, 1.¢ 
tmen id, Th pe enditure, will create opportunities 9 ‘ > mf 
form illions ey ‘pedple and, at the same time, ead t 
vth of the national income of the gountry, 


248 Economic Doctrines of Islam 


The double objective of Zakat, ive: encouraging investment 
and stimulating spending, is of immense ‘economic’ significance. 
Availability of funds’ for “investment ‘stimulates’ industria! 
development and quickens the pace of ‘economic growth ; while 
increase in aggregate consumption ‘creates‘effective demand for 
the products of many industries in the country. And both the 
factors, working at one and the’ same’ time; help to increase 
employment in the country. The fact that arise inthe propen- 
sity to consume and the level of new investment is necessary for 

full employment and thereby for economic progress is described 
by Keynes in these words: 

“‘The propensity to consume’ andthe rate of new 
investment determine between them the volume of, em- 
ployment. -If the propensity to consume and the rate of 
new investment result in a deficient effective: demand, 
the actual level of employment. will fall short of. the 

supply of labour potentially available at.the.existing real 


Wage... een 108 bd 


“‘This analysis supplies us with an explanation of 
the paradox of poverty in the midst. of plenty. For the 
-) ‘mere existing of an insuffiiciency of effective demand 
/ «may, and often will, bring the increase of employment 
> to a standstill before a level of full: employment has 
“| ‘been reached. The insufficiency of effective demand will 
© inhibit the process of production in) spite of the fact 
© that the marginal product of labour. still exceeds in 
+ value to marginal disutility of employment’, 

‘Thus the:continuance. of effective:demand and new. invest- 
ment are essential for the maintenance of a fair rate of produc- 
tion and, consequently, employment in the country. If there is 
insuffi ficient demand and a decrease in the rate of new investment, 
the process. of production and, hence, employment will be adyer- 
sely affected, This state of affairs is more likely to prevail in 
a wealthy and fully industrialised community where fresh oppor- 
tunities for investment are rare, In the words of Keynes : 


1, General Theory, op. cit., p. 31, 
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“Moreover the richer the community, the wider 

il fend to 3 the gap between its actual and its poten- 
eo - and therefore the obvious and out- 

| ) gous the defects of the economic:system. For a poor 

vt munity will be prone to consume by far the greater 

rt of fits output, so that a very modest measure of 

ives! eet will be sufficient to provide full employ- 
vhereas a wealthy community will have to dis- 

ve ae ampler opportunities for investment if the 

ving propensities of its wealthier members are to be 

jm patible with the employment of its poorer members. 

f in a potentially wealthy community the inducement 

ye est is weak, then, in spite of its potential wealth, 

he \ working ofthe principle of effective demand will 

or mp sl it to reduce its actual output, until, in spite of 
potent wealth, it has become so poor that its 
plus over consumption is sufficiently diminished to 
sorres ond to the weakness of the inducement to 
vest” Dee m3 | 

1e Zz kat | levy is a Strong cure for the ills of any commun- 
yor oF as well as rich. It is a very effective method to increase 
erege ite demand as well as the inducement to invest. It 
a powerful incentive both to investment and expendi- 
in suct “a way that the two variables move upwards almost 
rall J lines. Thus a judicious and careful disbursement of 
t Fun¢ will always enable a balanced growth of econmy 
it any fear of either diminution in effective demand or 
‘the level of employment. 

thermore, it is the Zakat Fund which enables a Muslim 
= oy mobilise allits unused and hoarded ae for 


Siac sree interest-bearing loans. It is a pity that the Mus 
cue aTir 


Gen SIRT OOD. cit., Pp. 31, 


é + » 
> 6 . 


250: 


have completely forgotten the Significance and effectiveness of 
Zakat as a State institution in mobilishing the resources of the 
community and are now begging at the doors of |the Western 
Powers for.economic aid. There.is no doubt that if the institu- 
tion of Zakat, as prescribed by the Holy Quran and practised by 
the Holy Prophet and his companions, ‘is revived, many of the 

economic evils and deficiencies of capitalism experienced by the 
Muslim countries can be easily overcome within a short. period 
of time. 

Another objective Of the Zakat F und is to. narrow down 
the vast difference in income between the rich and the poor as 
stated in the following verse of the Holy Quran : 

«‘And in their wealth is the right (due share) of 
him who asks, and him who is needy’ (51 : 19). 

The word. used is .s= which means incumbent upon 
anyone ; to contest with anyone fora right; and duty which 
one must do ; to overcome anyone in contending for a right. It 
is thus a share of the poor in the. wealth of the rich in which 
there is no doubt. In other words, it isa rightful claim, of the 
poor upon the rich which they must pay back. If, they do not 
pay back the due share of the poor out of their wealth, they shall 
be answerable on the Day of Judgement for this injustice. If 
the rich pay back the prescribed share, the poor should be quite 
content to receive their own share without claiming more. 
The wordsiof the Holy Quran that ‘‘in the wealth of the 
rich there is a definite share of the poor’’ are very significant. 
This shows that if this share is paid back to the, owner (poor), 
he must be satisfied and content. The words of the Holy Quran 
clearly suggest that there is a definite correlation between the 
prescribed share out of the rich and the needs of the poor in each 
community. This is further supported by the following Hadith 
of the a Prophet : ; 

_ “Zakat is an income aten aitaken from. 
the rich and returned to the poor”’. 
| The word +} i means to restore anything to a former state ; 
to give back anything to any One; to return something to the 
owner, “Returned to the poor” clearly shows that it was ‘some- 
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Ww Pitsbelonged to them but was kept in the custody of 
ch < nd has now been returned to them. 
n the light of the above verse of the Holy Quran and the 
h the Holy Prophet, there seems to be no doubt that the 
iev is ifaright of thespoor in the wealth of the rich” 
) FS fthe community: The State collects this share out of 
: "he and pays'it back to the poor and the needy in the 
‘evil Wilts: 
urthermore, the words of the Holy Quran suggest that the 
ealth collected from the rich at the prescribed rate should 
pc the needs of the poor members of the com- 
hen the Share of the poor ‘due from the wealth of the 
pai ‘back, it should automatically improve the financial 
) on of the former to such’an extent that they would no 
D e onsidered poor. In other words, the amount of the 
scted from the rich should be ‘sufficient to raise the 
d « as f living of the poor members of the community. 
ritical survey of the haves and the have-nots of a com- 
a at ‘ ny. state of its economic development, is likely to 
‘h at the proportion of the surplus. wealth collected from 
thy y amongst them is always, equal to the proportion of 
F the poor amongst them. If wealth taken from the rich 
) judi ciously in providing means of livelihood to the poor 
yeTS O the same community, it should be enough to raise 
and ard of living in a few years, In fact, the vast dif- | 
ss i n the incomes between the wealthy and the poor that | 
t pr esent in the Muslim communities can be brought down 
easonable and equitable level with the revival of the institu- 
of Zak at. The annual flow of the surplus wealth of the 
t tk : prescribed rate and its rational distribution is ae 
lelp | in pudging this wide gulf between the two sections of 
omm unity. | 
It m ay here be pointed out that the method of distributio 
“a kat Fund is very important. Mere giving away casl 
ie poor and the needy will not solve the h 
1 fac t permanently create a class of dependants and idler 
duld never like to do any work. Therefore 
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tribution of the Zakat Fund needs careful consideration. 

If we study the usual practice of the Holy. Prophet in such 
matters, we find that he often discouraged giving away of cash 
to the poor. Heencouraged people: to provide. means of live- 
lihood to the poor instead of financial aid. He even disliked and 
often discouraged begging and ‘‘persuaded beggars to try to 
earn their living.”’ It is stated inthe Sahih of Bukhari that a 
man came to the Holy Prophet asking for charity. The Prophet 
asked himif he possessed any article and the man replied that 
he had only a cap. He was, asked to bring it.The Prophet 
auctioned his cap for two or three dirhams with which the blade 
of an axe was purchased. The Prophet himself fixed a handle to 
it and told the man to go and cut wood to sell as fuel. He was 
asked to report his condition after a few days which he did. The 
man reported with joy that he was satisfying all his needs and 
also saving something.. The Prophet desired all men to be 
workers—the rich as well as the poor’’.? 


If the Zakat Fund is utilised in providing means of liveli- 
hood to the poor and the needy according to their professional 
skill, individual aptitude and the varying needs of different 
geographical units, the existing poverty and the unjust distribu- 
tion of wealth in the Muslim countries, could be removed, 
Statistical Formula 
». There seems to be, as explained in the previous section, an 
intimate . relationship between the aggregate wealth collected 
from the Tich in the form of Zakat and the needs of the poor in 
the community, This relationship between the two variables is 
not only real and measurable in statistical figures but is universal 
and is to be found in every eommunity whether underdeveloped, 

or fully developed, agricultural or industrial. 


T he two variables seem to be controlled and maintained in 
the right proportion by some hidden law of Nature’so that. the 


real purpose of the Zakat levy is never lost if properly applied 
and administered, by the authorities. 


1. Islam ang Govan. Op. cit., p. 191. 
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; A Hindu writer! has very ably shown the correlation 
jee “ear portion of the community which does not earn 
fi ntly and that which earns sufficiently to pay Zakat and 
en oy | level of comforts. He examines the institution of 
iti 

at to find out ‘‘whether it was fixed empirically and arbitrari- 
Oo > whether it had some basis of justification in the econo- 
: str ueture in in the early Islamic communities. 

He argues: that “In every normal community, which is not in 
erip of | actual. famine, or inthe midst of a big war, the 
ly Bot? persons who earn snfficient to make the two ends meet 
ich we shall call the subsistence-mark) must exceed those 
0 do ) so earn. Let us as*a first \approximation, and as an 

eme e case, s uppose the two numbers to be equal to each other. 
ng those who earn sufficiently, the Pareto Law of Distribu- 
| of ncomes will hold good. But the Pareto Law.cannot be 
icted to apply t to those whose earning 1s below. the subsist- 
mar » Let us suppose that among this class the distribution 
nec pe linear, | and that it varies from subsistance-mark to 
ait; > fort to suppose that a given large portion of the com- 
ity y is permanently below the semi-starvation limit is to sup- 
RY: permanent famine. conditions”. 

Then he BIpseAts) the problem diagrammatically and explains 
oy ymeans of an equation and argues that apart of the total 
mtof that portion of the community which does not earn 
c iently is supplied by themselves and the balance is made 
> by the aggregate of Zakat received from all persons whos¢ 
com ° is above the lower limit of Zakat. Thus the average of 
il inc comes é above the subsistence-mark is adequate to meet the 
0 taln ne dof t that portion of the community, which does not 
gata. sufficiently. “Tn other words, the Zakat realised is sufficient 
neet the wants of the poorer portion of the community 
_, And finally he concludes that ‘‘there is thus corresponde 
ty ee two. sides to the extent that 17. 15 $ equa i to 1s 
¢ error, or the difference between the 8 vO 


S| id es i ome . 


1. i M. Datta, Zakat—The Economic Basis of Islamic Tithe, Th 
Journal, June, 1939. 
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Allowing for the cost of collection, and something for evasion— 
both wilful and unconscious ~—-there is Sufficiently close corres- 
pondence between the two sides of the equation to warrant us 
‘to think that the amount of Zakat was not fixed arbitrarily, but 
was based on observation of the economic structure of the then 
Islamic society and its wants’’. 
Our presumption is that this close correspondence between 
_the two sides of the equation (i.e., the poorer portion and that 
which earns sufficiently above the lower limit of Zakat) is const- 
ant and permanent irrespective of the structure or stage of 


development of a community. 


-Pareto’s Law and his Assumptions 
The problem discussed above is based on Pareto’s Law which 
rests on certain assumptions. Our argument is that the equation 
presented by the above writer can be proved to be much more 
accurate and true for all societies and for all times more accurate 
and true for all societies and for all times if the assumptions are 
modified and made more realistic and closer to truth. Pareto 
regards increase in production as the only way to ifcrease 
income welfare because of the rigidity of the distribution of 
incomes. He argues that :! ‘‘Owing to the rigidity of the distri- 
bution of i incomes there is only one way to increase income 
welfare, and that is by increasing production. There is no possi- 
bility of increasing the share of the poorer classes in the national 
‘income except in this way. In Pareto’s Law welfare must grow 
more rapidly than population if a country’s minimum income 
is to be raised or the inequality of income diminished. The pro- 
blem of i improving the condition of the poorer classes is before 
everything else a problem of the production of wealth. The con- 
verse proposition is also held to be true. We may say generally 
that the increase of wealth relatively to population will produce 
either an increase in the minimum, or a diminution in the inequa- 
lity of incomes ; or both these effects in combination. In short, 
the income of the poorer classes in a country cannot be increased 


1. Pareto’s Law by Foxwell Matshall, Economic Journal, 1935, 
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; there is simultaneous incréase in the incomes among all 
ses of the population’. 

3ven if, for the sake of argument, we agree with the hypo- 
s presented in Pareto’s Law, the conclusions drawn are not 
The problem of improving the condition of the poorer 
s$isnot merely a problem of the production of wealth 
Ssumed in Pareto’s Law. It is as much, if not more, a pro- 
"Of distribution as of production of wealth. Even if there is 
ase in the production of wealth, the incomes, and hence 
re, of the poorer classes would not increase if all, 
sr portion, of the increase in income goes into the coffers of 
Pcapitalist. It is therefore absolutely essential that there 
Id be a proper and just distribution of the income among all 
ctions of the community in order that the poorer classes 
9) >nefit equally from the increase in production. 

3esides, there is no other effective way to achieve simultan- 
increase in the income among all classes of the population 
>t th rough just and equitable distribution of incomes, 

Mo} eover, the problem of rigidity of distribution of incomes 
sared in Pareto’s Law, is non-existent in a Muslim commun- 
mcome welfare can be increased very easily through the 
tution of Zakat for it not only helps increasing the income 
velfare) of the poorer classes of the community, but it also 
n ula tes investment and thereby production. Thus the institu- 
1 of Zakat serves two functions simultaneously. It increases 
mit imum income of the people in the lower income group 
at the same time it reduces the inequalities of income in the 
ymmunity. Further, it would have accumulative effect on the 
Come welfare of the poorer members of the community when 
svived in conjunction with the other four basic pillars of the 
sonomic system of Islam, : 


Or a 
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Allowing for the cost of collection, and something for evasion— 
both wilful and unconscious—-there is sufficiently close corres- 
pondence between the two sides of the equation to warrant us 
to think that the amount of Zakat was not fixed arbitrarily, but 
was based on observation of the economic structure of the then 
Islamic society and its wants’’. 

Our presumption is that this close correspondence between 
the two sides of the equation (i.e., the poorer portion and that 
which earns sufficiently above the lower limit of Zakat) is const- 
ant and permanent irrespective of the structure or stage of 
development of a community. 


‘Pareto’s Law and his Assumptions 


The problem discussed above is based on Pareto’s Law which 
rests On certain assumptions. Our argument is that the equation 
presented by the above writer can be proved to be much more 
accurate and true for all societies and for all times more accurate 
and true for all societies and for all times if the assumptions are 
modified and made more realistic and closer to truth. Pareto 
‘regards increase in production as the only way to ifcrease 
jncome welfare because of the rigidity of the distribution of 
incomes. He argues that :* ‘Owing to the rigidity of the distri- 
bution of i incomes there is only One way to increase income 
welfare, and that is by increasing production. There is no possi- 
bility of i increasing the share of the poorer classes in the national 
income except in this way. In Pareto’s Law welfare must grow 
more rapidly than population if a country’s minimum income 
is to be raised or the inequality of income diminished. The pro- 
blem of j improving the condition of the poorer classes is before 
every thing else a problem of the production of wealth. The con- 
verse proposition is also held to be true, We may say generally 
that the increase of wealth relatively to population will produce 
either an increase in the minimum, or a diminution in the inequa- 
lity of incomes ; ; Or both these effects in combination. In short, 
the income of the Poorer classes in a country cannot be increased 
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SS there is simultaneous incréase in the incomes among all 
ses of the population’. 

Even if, for the sake of argument, we agree with the hypo- 
presented in Pareto’s Law, the conclusions drawn are not 
The problem of improving the condition of the poorer 
€S isnot merely a problem of the production of wealth 
Ssumed in Pareto’s Law. It is as much, if not more, a pro- 
10 distribution as of production of wealth. Even if there is 
tease in the production of wealth, the incomes, and hence 
re, of the poorer classes would not increase if all, or a 
er Portion, of the increase in income goes into the coffers of 
Y Ce apitalist. It is therefore absolutely essential that there 
ild De a proper and just distribution of the income among all 
ections of the community in order that the poorer classes 
benefit equally from the increase in production. 

Bess, there is no other effective way to achieve simultan- 
increase in the income among all classes of the population 
ot through just and equitable distribution of incomes, 

Mo reover, the problem of rigidity of distribution of incomes 
ar ed in Pareto’s Law, is non-existent ina Muslim commun- 
Income welfare can be increased very easily through the 
itution of Zakat for it not only helps increasing the income 
Welfare) of the poorer classes of the community, but it also 
julates investment and thereby production. Thus the institu- 
of Zakat serves two functions simultaneously. It increases 
minimum income of the people in the lower income group 
if at the Same time it reduces the inequalities of income in the 
Mmunity. Further, it would have accumulative effect on the 
icom e welfare of the poorer members of the community whe 
vived in Conjunction with the other four basic pillars of t 
yonomic system of Islam, 
eth 
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The Zakat levy is a very effective instrument to end com- 
Jy the amount of idle or hoarded wealth in a Muslim com- 
ity. The fact that it is levied on the total wealth, invested or 
d, is a sufficient stimulus to the capitalists to invest their 


i? 
cu 
Aus 


ded y ealth in order to pay Zakat from the profits and not 
heir cash balances. Revival of the institution of Zakat will 
© bring out the hidden treasures from ‘the hoards and will 
by jenable a Muslim community to mobilise its entire 
ources for productive purposes. A good deal has been written 
his tor ic and it would not be without interest to study some 
the opinions of the Muslim writers. . 


“Apart from the realisation of social justice, Zakat makes 


eial contribution which has absolutely no parallel in any 
eI economic system, past Or present. Zakat is the uncom- 
mising enemy of hoarding. Hoarded wealth is the first item 
which Zakat is assessed, Indeed, no secular system can Poss! 
ny tackl ‘the problem of hoarding with the effectiveness with 
ich Islam can do, because hoarded wealth can only be taxed 
ith the co-operation of the hoarders. And there is no reasies 
hy the hoarders should co-operate with the taxing authority 
inst their own dear wealth. In Islam, on the other hand, ie 
caro ( i d and the fear of the Day of Judgement ate anne 
© force co-operation upon the hoarders against their ean 

would be almost impossible for a Mussalman not to ‘unearit 


+ : 
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Islam and Conmmantsny: op. cit., pp. 89-92» 
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hoardea Wealth after reading this verse of the Holy Quran 
(9 : 34): 
“And there are those who bury gold and silver 
and spend it not inthe way of God; announce unto 
7 them a a most grievous penalty—on the Day when heat 
will be produced out of that (wealth) in the fire of Hell, 
and with it will be branded their foreheads, their flanks 
and their backs. ay s 15.1 the (treasure) which ye buried 
for yourselves : taste ye then; the (treasure) ye buried”’. 
*‘Hoarding here includes not only gold and silver 
when they are buried in the earth, but all iiealth which 
is kept lying unused’’. ; 
- 1°. ‘According to Islam, wealth. should be used to perform two 
- functions only, viz.. it should either) be spent on good things of 
\life or invested in commerce and industry. ‘To these two chan- 
‘nels, Mussalmans are repeatedly enjoined to direct their wealth, 
| Mark the contrast from the ascetic religions of the world : 
| 14)5-"O ye people ! Eat of what is on earth lawful and 
|» >) good; and do not follow the footsteps of the evil 
25m ©% one for he is to ie an avowed enemy”. (2 : 34). 


; 


nehinAgain 7" fi leob boor A. 29600 1UG vi 
rare 2. “Oye w : wh 6 believe |! { Eat of the good things that 

We have provide for you, ‘and be grateful to God 
eed ein GF it is Him ye worship”. (2': 172) 


ace Earning | of wealth (which cannot generally be done without 
acral considered so ‘important in Islam that the Quran 


‘permits trade even in the course of, pilgrimage : 
dive 3...“ It is no.crime in you if you seek of the bounty of 
boxe) od your Lord (during pilgrimage)”. @ 198) 

O28 And again: DOA .zi9b ; 
v0 0+ss “And when the prayer is finished, then disperse, ye 
silt bis throughout the land and seek of the bounty of God”, 
igvuond 918 saemegpul toyed >): dy i (62,: 10) 
) oy “The special Significance of Zakat i is that it is the 

; » avowed enemy of hoarding (idle wealth). Islam suggests, . 

two alternative channels to which surplus wealth should 
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e d re ed. Either spend that wealth or invest it in 
adi eases. What happens when people spend 
| money on good things of life? The demand for all kinds 
of con: sumption goods increases, and the industrialists 
1 prc ducers f find an opportunity to extend their pro- 
ction. Trade becomes brisk and employment is 
xten de d. The result is that the nation becomes more 
rosperol Ss. What happens when wealth is invested in 
aiaste “and commerce ? Employment. increases. and 
Be of good things of life are produced. They even 
come cheaper enabling more mento purchase them, 
or > human needs are satisfied and more men are em- 
c sec . Again, the result is prosperity and. welfare of 
nal culead betes 4 /' 
“Hc oarding, however, has the opposite effect. To the 
: nt that wealth is hoarded, it setsa limit to the. 
ens on of production ; therefore to the extension of 
I loys nent ; therefore to the extension of national 
fare an nd prosperity. In the economic domain, hoard- 
are 1. greatest. criminals. No wonder, . the Quran 
S anno need, “unto them a most grievous penalty’’.! 
: aS irsement | 
method of. distributing Zakat Fund among the various 
ric sis very important and could have far reaching 
The purpose of this levy, as we know, is to help the 
ind the needy members of the community so that their 
nic f eds” are adequately Satisfied. It is, therefore, neces- 
at financial ‘aid should be given in sucha way which 
their needs ‘but does not make them idle or permanently 
it ‘upon i it. There is, however, no harm in_ providing 
dual < ssistance to persons who have bccome invalids due 
Gcident or too old to work or have some bodily defect a 
In abl : to work of old widows who have no source of 1 incom 
nn ot re-marry. - 
But Patek! west ay to help even in these cases i is to establish 
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| mane Communism, op. cit., pp. 89-92. wot ; 
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hoarded wealth after reading this verse of the Holy Quran 
(9 : 34): 
‘“‘And there are those who bury gold and silver 
and spend it not inthe way of God; announce unto 
them amost grievous penalty—on the Day when heat 
- will be produced out of that (wealth) in the fire of Hell, 
and with it will be branded their foreheads, their flanks 
and their backs. —This is the (treasure) which ye buried 
for yourselves ; taste yé then; the (treasure) ye buried”’. 
‘“‘Hoarding here includes not only gold and silver 
when they are buried in the earth, but all pyeaith which 
is kept lying unused’’. 
: ‘‘According to Islam, wealth. should be used to perform two 
feractinrial only; viz.. it should either) be spent on good things of 
‘life-or invested in commerce and industry. To these two chan- 
nels, Mussalmans are repeatedly enjoined ‘to direct their wealth. 
‘Mark the contrast from the ascetic religions of the world : 
‘» igi:<“O ye people! Eat of what is on earth lawful and 
iw OM good : and do not follow the footsteps’ of the evil 
_ one for he is fo you an mores tal (2: 34). 
Sha aust ZBL a , 
=" 9. «0 ye who believe ! Eat of the good Pafigs that 
We have provided’ for you, and be grateful to God 


teas 18. if a is Him ye worship”. (Z5: 172) 
VoL 1H ve 
“move oh rning of wealth (which cannot generally be done withou 


Anyestm ment) As. considered SO ‘important in Islam that the Quran 
Permits trade even in the course of pilgrimage : 
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— ie your Lord (during PIP REN): Q: 198) 
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be : i ted. Either spend that wealth or invest. it in 
trade or industry. What happens when people spend 
mone; yon good things of life? The demand for all kinds 
of rf onsumption goods increases, and the industrialists 
ndf roducers find an Opportunity to extend their pro- 
Ares 
3 ucti on. Trade becomes. brisk and employment. is 
tend 4a The result i is that the nation. becomes more 
rosp¢ TOUS, What happens when wealth is invested in 
dus "y y and commerce ? Employment. increases. and 
nore of f good things of life are produced. They even 
re ome > cheaper enabling more mento purchase them. 
eh uman r needs are satisfied and more men are em- 
an Again, the result i iS prosperity and welfare of 
na t AQ c TET; 
‘H arding, however, has the opposite effect. To the 
: ime lat wealth is hoarded, it setsa limit to the. 
€ nsic ono of ‘production ; therefore to the extension of 
ploy: ment ; therefore to the extension of national 
e and prosperity. In the economic domain, hoard- 
ar One greatest. criminals. No wonder, , the Quran 
$ anno munced, * ‘unto them a most grievous penalty’! 
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— of distributing Zakat Fund among the various 
ries es is. lvery important and could have far reaching 
€ purpose of this levy, as we know, is to help the 
d Pics, members of the community so that their 
aor ds are adequately Satisfied. It is, therefore, neces- 
fi jancial ‘aid should be given in sucha way which 
their ne eds but does not make them idle or permanently 
ant pon it it. There 1s, however, no harm in providing 
dué i ssistance to persons who have become invalids due 
or too old to work or have some bodily defect anc 
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na 5 > tc ‘work of old widows who have no source of 1 income 


annc gt remarry. | | 
But th e best way to help even in these cases is to 
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national institutions and social welfare Centres with the Zakat 
Fund. Poor houses and orphanages should be built to help the 
poor and the orphans. New and better houses should be provid- 
ed to the poor who are living in slums in the towns. Educational 
institutions with boarding houses should be established for the 
education and training of the blind, deaf and other defective and 
handicapped people. Free hospitals should be opened with the 
Zakat Fund for the treatment of sick persons who cannot afford 


to pay for medicines and doctors. Unemployed persons could 
also be given temporary financial assistance from the Zakat 
Fund. Poor farmers should be given seeds, manures and agricul- 
tural implements at the proper time. Their genuine debts incur- 
red in buying seeds, implements, cattle or for making improve- 
ment in Jand should also be paid from the Zakat Fund. 
Another important use of the Zakat Fund is the provision 
of technical equipment and machinery to the artisans, craftsmen 
and other workers who are able and willing to set up their own 
small-scale industries in the villages and towns. Jn the villages 
it will provide subsidiary occupations to millions of agricultural 
workers who have plenty of spare time throughout the year. It 
will enable them to earn extra income which will be a great help 
to the poor farmers. Thus the establishment of thousands of 
small-scale and cottage industries in the towns and villages every 
year will help in reducing the poverty of the. people in poorer 

_ countries. 

__.. The Zakat Fund could also be used in establishing educa- 
tional and research institutions for research work and, teaching 
of the Quran and the Sunnah in the light of our present 
Tequirements. This is absolutely necessary in view of the 
great challenge of both Communism and. Western Capitalism. 
The Muslims should be fully prepared to meet this challenge on 
two fronts. And this could only be possible if the Muslims have 
thorough knowledge | of the funadmental concepts of Islam and 
proper understanding of the modern requirements in order to 
Solve their economic, social and political problems in the light of 
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1. Lessons in Islam, Book III, pp; 20-21. 9 9° 
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y Quran and the Sunnah: This is very important for the 
ation and ‘propagation of Islam within and without the 

. world.” G 

3 th erefore absolutely necessary to spend a considerable 

, pron he Zakat Fund on Islamic research and Islamic 
New universities should be built up on Islamic lines, 
earch Centres and institutes of Islamic Studies should 
where a Scientific study of Islam is carried on’’.! 
s, journals books, posters, etc., explaining the funda- 
oe ines. ‘of Islam, should be published and freely dis- 
amo 1g Muslims as well as non-Muslims. It is not only 
lims but t even | millions of Muslims, who do not under- 
1e main Principles of Islam. Problems like interest, insur- 
tete. Cy are | baffling to the common man and many of 
ated young m men, have begun to say that interest of the 
Danks does not. come within the definition of Riba. Some 
ne sc o far as to Say that interest is necessary in modern 
) and that no country can make progress without modern 
x SYS em. 

S ‘ata to defend the basic concepts of Islam from 
ernal pos) well as external attacks and explain them in their 
Tspe ctive. For this purpose it is necessary to establish 
1 ins Stitutes for Islamic studies and train scholars who are 
)m eet the challenge of the Communists and the capitalists 
j thin iy and v without. The Zakat Fund can be utilised for 
up such it institutions. 


. and Canons of Taxation 


ur contention is that Zakat is not a tax but a religious 
ich’ is considered in importance second only to prayer, 
pefore i should not be judged according to the canons 


icis eit on. the same grounds as we criticise modern taxes 
sy do » not satisfy any. of the principles of taxation. : 
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of this basic difference between Zakat’ and an ordinary tax, it 
would not be without interest to study Zakat in the light of 
Adam Smith’s four canons of taxation. Adam Smith laid down 
four principles of taxation which are still considered to be the 
basis of a good tax, These are Equality, egy: Convenience 
and Economy. 

(a) Equality 


According to the canon of equality every member of the 
State must contribute toward the public finance in proportion 
to his respective ability; that is, in proportion to his income, But 
a proportionate tax does not achieve equality of sacrifice because 
both the rich and the poor contribute at the same rate and, con- 
sequently, it imposes heavier burden on the poor in comparison 
with the rich. In order to secure a fair apportionment of the 
burden of the tax richer members of the State should be made to 
pay higher rates of taxes than poorer members. In other words, 
a progressive tax, under which the rate of tax increases as the 
income increases, is likely to secure equality of sacrifice from all 
members of the State, whether rich or poor. 
_ But this principle is applicable only to modern system of 
taxation under which a tax is levied upon income and where a 
progressive tax is the only method of securing equality of sacri- 
fice. As for Zakat, it is levied not on income but on the total 
annual savings and, as such, a uniform rate of levy ensures equal 
sacrifice. The poor donot pay any Zakat and the rich pay accord- 
ing to their annual savings. The greater the amount of savings 
the higher the contribution towards the Zakat Fund and vice- 
versa. Besides, all this Fund is available for the use of the poor 
and the needy and the rich do not benefit, directly or indirectly, 
from it. Thus Zakat fairly satisfies the practical side of the can- 
on of equality. 
(b) Certainty 


A tax should be certain and not arbitrary, Its time of pay- 
ment, manner of payment and amount of payment should be 
clearly known to the tax-payer. The State should also have, as 
far as possible, a clear estimate of its revenue from the tax. In 
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sspect, Zakat satisfies all the requirements of certainty 
e v sannot be altered by any human agency. The time, the 
and the amount of its payment is clearly known to all 
n It cannot be changed or even modified by any act of 
ate t cause ofits sanction in the Holy Quran and the 


snience 


sho be levied at the time and in the manner in 
isn nost convenient to the tax payer. In other words, a 
wld b levied i in such a way and at such a time that the 
r can easily pay it. Even in this respect Zakat has all the 
sc f convenience. In case of land produce, Zakat is 
tk e harvest time, it is collected in kind but can be 
any c ther form if the farmer so desires. 

ler Cases also Zakat is collected at the time and in the 
am convenient to the payer. It is collected in cash as 
cin d, depending onthe nature of trade or property 
n\ renience of the payer of Zakat. 
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jin ato the principle of economy, the cost of collec- 
tax should not exceed its income, If its cost of collec- 
seeds its revenue, it becomes unproductive and uneco- 
It is useless to levy a tax whose income falls short of its 
solle ection. 
lect: on of Zakat does not require a complex and expen- 
stem of organisation. It is a form of : Ibadah (worship) 
ily pre ayer or fasting, and people are anxious to absolve 
elves es of this duty as soon as possible. They do not need 
>rné 1 pressure of law to persuade them to pay Zakat, and 
é are rarely any evasion, or delay in its payment. The pe 
. gay it voluntarily for the pleasure of God unlike ordina 
Ss, Ther efore, the cost of collection of Zakat is minimam, 
0 fh pro | 
hl en’ 
orf *. 
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Famo US ( " ssical and neo-classical and modern economists 
: on one point t that the institution of interest is an obstacle 
leve ieader rot projects. Interest makes it very 
ssible, for National and Local Governments, 
. derdevcloned economies, to take up or ini- 
cts ¢ ocial welfare with very low profit margins 

e Wi 4 of im jeasurable value to the community because 
economical ae wing to the contributions of interest) st) 
pontable ude oboe. 
3. Islam has done a great service to humanity by forbidding 
lood-sucking inst tutio: 1 Which hinders the growth of of i 
ble social Projects but with low profit margins. It has thus 
n end, once for all, injustice and inequity in the economic 


ing performs some ver} useful and 
services to the eemnity. It is indi sianemiatile for 
mM society and no economic system can n ke any progress 
help. It is true to say that no a dvanseds¢ econon 

N progress or even maintain its rate of growth in tl 
12 al and technical field in the modern age y ithout the 

le mn banking. 
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Economic Doctrines of Islam 


5S. The Muslim world, if it has to exist, Politically as an 
independent body, economically a growing economy, then it 
must have re-appraisal of the whole situation in the economic 


“EL aplaule 
(a) | There is need for revival of our religious institutions 


which have long ceased to function properly and have 

therefore ceased to have purposeful meaning for us, 

(b)) ‘The growing ‘indifference of our intelligentsia to our 
institutions and the opinion that they are old and, 

therefore, not feasible and that some of them are not 

ies cid F055 In, VOgUE . anywhere in the Muslim World is due 
sey tis Part ly to. ignorance : and apathy towards Islam and its 
go es yp) institutions, ; and partly to. the tremendous influence of 
= a but growing industrial and _technologi- 

progress of the Western countries. 

gangs ort approach is absolutely unrealistic and false. We 
maait “im u i! ae , the modern Western System thoroughly 
viey 2 sod anal se the basic factors which have contributed 
MAMET are ards ‘its progress. Then pick up its useful and 


“ini 10 qu 9: nad d things and leave the evils of this system to 
—* J pid wor ir 


“@ eiigaiminc nm Banking is one of the factors which helped 
sa oe society to attain this growth in the economic 
field. We are here concerned with this factor. 
br 7) We can take the organisational, the managerial and 
‘10))8 % ‘the structural side of banking/and leave the unsocial 
aud) zd ‘ profiteering element of this system to them. 
oiMOnCE Thus we can organise a banking system of our own, 
based on the principle of no-interest, to perform its 
bas - »proper _ in the modern industrial and techno- 
101 logical age. — 
“re . Muslim Banking organisation will be built up on the 
principle of Shirkat Inan (Free eed and Muzarabat 
(Limited Partnership) : 251 
(a) “One basic problem is to organise our Banking System 
on these two principles without the element of interest, 
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Then work out and build up the Super-structure of 
r banking with its essential and useful services 
sabeasable for economic erowth in the modern age. 


~e: 
Form ation of a Muslim Bank : 


: No io bank nor its banking policy can ever successfully 
pps ate in any country unless people have trust and’ 
confidence: in its creditability. Even the currency 
ime ss issued by a central bank of a country and back- 
ed by its Government are sometimes refused by the 
ede le during times of war. 

b) Itis aerefore absolutely necessary for the success of 
an Islamic Bank that the Government of the country 
in ¥ hichtitis being established should give its full 

support by declaring 

(i) All dealings involving interest as illegal ; and 

(ii) All banking based on interest as illegal. 

5) If interest and dealings in interest are not forbidden 
Or even not strictly enforced, then there is every pro- 
bability that selfish capitalists, and there are always 

s . will damage social good for their personal gain 

ontinuing in such activities involving interest. 

i h a ‘obviously encourage black-marketing in 

ba anking which is likely to adversely affect the work- 

“ing of interest-free banking. 

) Besides; there are other factors which must also be 

Maken care of before such a venture can attain real 

Success and balance in the economy : 


ful 


i) Social security for the needy and the pooris a 
_ must in these circumstances, 


@ Black-marketing of capital must be diteooa zed 


it) And similar other means. helpful to int re st free 
» banking in an Islamic society are needed Othe: 
a Se usiusic laws concerning Zakat,, ip rheritanc 
b thaw Sadakat, etc, must also be enforced te > ach 
_)) the desired: results... vay 9a 9 at tial 
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5. The Muslim world, if it has to exist, politically as an 
independent body, economically a growing economy, then it 
must have re-appraisal of the whole situation in the economic 
field, 
'» (a) There is need for revival of our religious institutions 
which have long ceased to function properly and have 
therefore ceased to have purposeful meaning for us. 
(b)| The growing indifference of our intelligentsia to our 
institutions and the opinion that they are old and, 
therefore, not feasible and that some of them are not 
even in vogue anywhere in the Muslim World is due 
‘Partly to ignorance and apathy towards Islam and its 
% institutions, and partly to. the tremendous influence of 
the apostatic but growing industrial and technologi- 

" cal progress of the Western countries. 
_(c) This approach is absolutely unrealistic and false. We 
must study the modern Western System thoroughly 
and analyse the basic factors which have contributed 


good things and leave the evils of this system to 
einem: 
wey Modern Banking is one of the factors which helped 
Western society to attain this growth in the economic 
field. We are here concerned with this factor. 
+(e) We can take the organisational, the’ managerial and 
- © ‘the structural side of banking’and leave the unsocial 
profiteering element of this system to them. 
YHEO 8) Thus we can organise a banking system of our own, 
based on the principle of no-interest, to perform its. 
- “proper functions in the modern industrial and techno- 
logical age. Littittey | 
newtg © nea ee ee Sbaitisathon will | be built up on. the. 
principle” of Shirkat Inan (Free wc: and Muzarabat 
(Limited Partnership) Rl 2)i Nieinium 
(a) One basic problem is to organise our Banking System 
on these two principles without the element of interest. 


Tet 


towards its progress. Then pick. up its useful and’ 
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(6) Then work out and build up the super-structure of 
“our es esa its essential and useful services 


» inc pspen aoe for economic growth in the modern age. 
9 aie 


Formation of a Muslim Bank ; 
(; a). a No bank nor its banking policy can ever ssuccessfully 
operate in any country unless people have trust: and’ 
) full. confidence in. its creditability. Even the currency 
notes issued by'a central-bank of a country and back- 
ed) by its Government are sometimes refused by the 
oy yple during times of war. | 
(b) is therefore absolutely. necessary for thi success of 
rar psa Bank that the Government of the country 
which itis gat Seagate should give its full 
onan by declaring © 
i All dealings involving interest as illegal ; and 
(ii), : All | banking based on interest as illegal. 
c) If nt st and dealings in interest are not forbidden 
or even not strictly enforced, then there is every pro- 
vba a bility that selish capitalists, and there are always 
son e, he, will damage social good for their personal gain 
by c ontinuing in such activities Involving interest. 
yu Th his will obviously encourage black-marketing in 
banking ‘which is likely to adversely affect the work- 
8 of interest-free banking. 


Sides, there are other factors Which must also be 


ta Ken Cé are of ‘before such a venture can attain real 
8 access and balance in the economy : 


Socials ecurity for the’ needy and the pooris a 
bietdpaacteneie'a circumstances. 


(i) Sunktorte OF capital must be discouraged 


« ii And similar other means helpful to interest-free 
ee ynbrinn Islamic society are needed. Othe 
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(iv) Along With these measures, social co-operation 

of common people—that they are honest, res- 

ponsible and keen to do. social service—will 


greatly help in the organisation of interest-free 
banking in the country. 


8. Organisation of the Muslim Bank will be based on the 
following principles : 

(a) Capital will be supplied by some persons (or Govern- 

ments) on the principle of Shirkat. Inan (free partner- 

ship) and banking business will be organised with 


this capital on the principle of Muzarabat ( uinited’ or 
silent partnership). 


(b) - The suppliers of capital will be called share-holders 
(i) Details of minimum and maximum number of 
share-holders and 
(ii) Amount of capital to be supplied by each share- 
holder can be (equal or unequal) can be worked 
out by the organisers of the bank. 
») (e&) Each share-holder will be the owner of the bank 
4 ‘in proportion of his capital to the total capital of the 
bank. 
(d) The banking profit may be divided according to the 
amount of the number of shares of each share-holder. 
_- The total profit will be divided by the total capital of 
the bank, and each share-holder will be paid on the 
basis of that profit per unit of capital or per hundred 
_ in proportion to his total share-capital or number of 
shares. 
» . () If, in any year, there is loss to the bank, then it will 
be divided on the same basis as profit in proportion 
_to the share-capital or number of shares of each 
- share-holder. 

-(f) There will be a partnership contract between the 
management and the share-holders with regard to the 
use Or investment of capital and the manner in which 
it is to be used or invested, and other such matters 
relating to the use or investment of capital. 
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| problems relating to the business activities of the 
ban prend acquisition of further capital for this pur- 


pose through loans etc., will also be settled by the 


nané nagement and the share-holders at the time of the 
; os tak lishment of the bank. 


All business activities of the bank relating to the 


estment ofits capital will be organised on the 


- om Ly 


sis of limited or silent partnership (or Muzarabat). 
All 


| matters concerning business, banking, or invest- 
ment will be decided by mutual consultation. 


ro i Ofits will be divided once or twice (or as may 

scided) per year ; and in caseof loss, each share- 
pide r will be informed of the amount of loss per 
ee capital o or per. share and the amount will be 
adjus either t by payment to the bank by the share- 


Vil 
holders o 


or ‘by, the reduction of the amount of share- 
4 ati 
Sar la 


or number of shares held by each share-holder 
in. : roportion to his share of loss, 

At the death of any share-holder, his share will pass 

an 0% 

ont 2 legal heirs and the business of the bank will 
not be < fected i In any way. 

‘lity Of each share-holder will be unlimited and, if 
Bios the bank exceeds the total assets of the 
bank the ‘excess loss will be paid from the privals 

‘al of the share-holders. 


- 


“ Ir Ii order to prove sufficient safeguards against the 
tobable loss, it would be wiser and in the best 
interest of ‘the bank, and the community, and the 
shi ire-holders, to keep a certain percentage of profits 
in the Reserve fund of the bank, to meet situations © of 
ie , dar ages and other such unforeseeable emerg 
cies uitiereis loss in any year, it will Bs easi y met 
from ‘the reserve fund without causi unnec 
_ ee: : hol ders. Ever 
tho igh legally ‘the liability of the are-holdet 
un lim; ted and they are bound to pay th “excess ™ 
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Over and above the total assets “of the bank, practi- 

cally the reserve fund accumulated’ over a number of 

years will be more than adequate to meet such unfore- 


» seeable situations and their esti for all practical 
purposes will be limited. 
(n) 


Liability of share-holders can be further made limited 
| by reducing the amount of each’share: In this case, 
_ the amount of each share may be reduced to enable 
common people to purchase sharesof the bank and 
_ thus help in the collection of aie share-capital from 
__ the public. 


Functions of the Bank — 


Sql ‘Accepting Deposits : The bank will accept deposits from 
the public on the basis of limited partnership, (Muzarabat) and 
will invest it. ‘Each depositor, being a partner in Muzarabat, will 
contribute capital and share in the profits according to the per- 
centage agreed with the bank. — | 


eae he deposits: will be of four. kinds ; | 
iw “2 (a) -Muzarabat Deposits : 


(i) Capital received from these’ Tidepé sitors will be 
»* +... invested by the bank and,an agreed proportion 
~ of the profits on Muzarabat capital (e-g., one third 
>>>) =. or one-fourth) will be kept by the bank and the 
rest will be paid to the depositors. The division 
od? denieus -).0f,. profits between the depositors will be made 
yo) 6) by mutual agreement, 
“> 5. (ii) If the bank has a loss, each depositor will be 
~) >. held responsible for the payment of loss in pro- 
~~ 9 portion to his capital. 
“S15 Q ISS ie No depositor will be held responsible for more 
_. than his total capital deposited with the bank. 
The maximum amount of loss each depositor will 
_ haye to pay will not exceed the total amount of 
_ bis deposits in the bank. In other words, liability 
_ of these depositors will be limited, 
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4) Gy) “Muzarabat deposits will be more or less like saving 
a ~ deposits in modern banks with the difference that : 


Je depositors will not be given cheque books and will 

not Ws able to draw their money without givinga suffi- 

cien notice to the bank. 

If 4 depositor withdraws any amount from the bank, he 

Wi not be paid any profit for that quarter or half of the 

y i a in which he withdraws his capital. 

lo aoe be paid for. any deposits withdrawn with- 
int se Or six months (or any reasonable period fixed for 
a t Sos) from the date of deposit. 

6) ‘Current Deposits : 

é€ bank will invite public to deposit their small savings 
somes for safety and for convenience of making payments 
sideposits will/be treated exactly like current account 
ad deposits i in modern banks. 


*@ The depositor will be given a cheque book and 
can draw his” ‘money whenever he wishes without 
stb any limit. 

eo, the bank suffers any loss on these deposits, it 
1Y "will be borne by the bank. The depositors will 
not be affected by gain or loss to the bank. 
SGii)’ The bank will have the right to use these dep- 
so>-> -osits for investment purposes. 
iGiv) “These depositors will not be paid any profit on 
/ ob otheir deposits. 
(v) The bank will not ordinarily charge any thing 
from the depositors, but owing to heavy manage- 
ment, | clerical and administrative cost, may 
charge small amount to cover such costs. 


Beam OFF Mii i 

(c) Tim > Deposits : | | 

The bank may accept Saoneits for a, fixed period. of tim 
om the | Pi iblic: These eer will be treatsdsaly ost like: fixe 

leposits inmodern banks, _ sen ft ‘ug 


(i) These aan will be treate a dik 


& 


¢ | 
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over and above the total assets of the bank; practi- 
cally the reserve fund accumulated’ over a number of 
years will be more than adequate to meet such unfore- 
seeable situations and their Hasiiky for all practical 
purposes will be limited. | 

Liability of share-holders can be further made limited 
by reducing the amount of each share: In this case, 
the amount of each share may be reduced to enable 
common people to purchase sharesof the bank and 


thus help in the collection of large share-capital from 
the public. ; 


(n) 


Functions of the Bank 


1. Accepting Deposits : The bank will accept deposits from 
the public on the basis of limited partnership, (Muzarabat) and 
will invest it. Each depositor, being a partner in Muzarabat, will 
contribute capital and share in the profits according to the per- 
centage agreed with the bank. 


The deposits will be of four kinds : | 
_ (a) Muzarabat Deposits: 


J 


(i) Capital received from trae Idepd sitors will be 
% bn | invested by the bank and.an agreed | proportion 
Si jo 2! of the profits on Muzarabat capital (e.g., one third 
iq ¢ or one-fourth) will be kept by the bank and the 
rest will be paid to the depositors. The division 
+ of profits between the de Rasitort will be made 
. by mutual agreement, 
(ii) If the bank has a loss, each aeeositor will be 
held responsible for the’ payment of loss in pro- 
~ 945) portion to his capital. | 
“i055 5 (ili) No depositor will be held responsible for more 
4 - than his total capital deposited with the bank. 
The maximum amount of loss each depositor will 
_ have to pay will not exceed the total amount of 
“his deposits in the bank. In other words, liability 
_ of these depositors will be Jimited, 


—_ “ 
. 
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O1K (iv) “Muzarabat deposits will be more or less like saving 
te deposits in modern banks with the difference that : 


Th He“depbsitors will not be given cheque books and will 

I ot be able to draw their money without giving a suffi- 

Ci mt notice to the bank. 

te | depositor withdraws any amount from the bank, he 

vill not be paid any profit for that quarter or half of the 

: ar in which he withdraws his capital. 

, o, orofit will. be paid for. any deposits withdrawn with- 
three or six ‘months (or any reasonable period fixed for 

7 t purpose) from the date of deposit. 


b) ‘Current Deposits : 


e bank will invite public to deposit their small savings 
ymes for safety and for convenience of making payments 
sldeposits will'be treated exactly like current account 
adie leposits in modern. banks. 

‘6 G) The depositor will be given a cheque book and 
: i Ora, draw his ; money whenever he wishes without 
wes 1b "any limi prrsio iB 3 

1 “the bank suffers any loss on these deposits, it 
yh wilt be borne by. the bank. The depositors will 
_ not be affected by gain or loss to the bank. 
(iii) The bank will have the right to use these dep- 
©) -osits for investment purposes. 

Gv) ‘These dared. will, not be paid any profit on 
| / their deposits, | 

«) The bank will not ordinarily charge any thing 
from the depositors, but owing to heavy manage- 
ment, 1 clerical. and administrative cost, may 


charge small amount to cover such costs. 
y Os animsine Xo ks 


Ble TN: ePosits peor iu 

1 he bank may accept eres for a. fixed period of 
m the pub ics These deposits will be treated alm ost like: f 
osits ts ins modern'banks,, 2A 
(i) These deposits will be treated like Muz 
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_ deposits for that period and will earn profits o, 
.».»~ | the same basis as Muzarabat deposits. 
. 2G). And the depositors will share the loss, if any, 
ftir. ahs like the Muzarabat depositors. 
i _ anh The liability of these depositors will be limited 
Te ae Pp tS the amount of ‘their total deposit in the bank 
oct 7 Pato Ae like Muzarabat depositors. 
(d) Loan Deposits ; Saif Sue bli 
-!) In order to expand its business, bbunk can invite loan depo- 
sits from the public. Loan depositors will not be paid any profit. 
Under all circumstances, the profit or loss, these depositors 
have to be paid. It is the legal responsibility of share-holders 
only to pay off the loan depositors. 
tn 2. / Banking Business ;: It is true that individual current or 
other kinds. of deposits can be withdrawn by the. depositors 
without limit whenever they wish, but experience of banking 
over a period of years has shown that actually they do neither 
withdraw their capital at one and the same time nor do they 
withdraw their entire capital at once. They draw a small 
portion of their capital and most of it remains deposited 
with ‘the bank, for most of the time and is not withdrawn 
at all. rid d ais 
(Therefore: ities Tathcnic Bank, like other modern banks, can 
sae! easily invest a considerable portion of the deposits and 
make a profit. It can keep a reasonable percentage of the de- 
posits, according to the banking practice of the country to meet 
day-to-day demands for cash from the depositors. 
Its capital can be used or invested as under : 
(a) Free Partnership with its capital : 
The bank can invest its capital by entering into partnership 
(on the basis of Shirkat) with businessmen or firms and share 
both’ in’ capital and business. However, it may or may not. 
actually share in business, The bank would, however, make sure 
that its liability in case of lossis limited to the amount of its 
total. invested capital jn the bysjness. 


ed int he par 
(limited | 2 >artnership) with Capital. 

cits capit al’ to any person or firm on the 

anc d share in its profit and loss as mutu- 

1 of profit and loss to be paid to each 
=C A u 7 ¢ contract | of Muzarabat. 
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vi. Lb 


| ved in | 


_ deposits for that period and will earn profits og 
the same basis as Muzarabat deposits, 


Gi) And the depositors will share the loss, if any, 
__ like the Muzarabat depositors. 
(iii) The liability of these depositors. will be limited 


to the amount of their total deposit in the bank 
like Muzarabat depositors. 
(4) Loan Deposits ; 

In order to expand its business, bank can invite loan depo- 
sits from the public. Loan depositors will'not be paid any proiit. 

Under all circumstances, the profit or loss, these depositors 
have to be paid. It is the legal responsibility | of share-holders 
Only to pay off the loan depositors. 

2. Banking Business : It is true that individual current or 
other kinds of deposits can be withdrawn by the depositors 
without limit whenever they wish, but experience of banking 
over a period of years has shown that actually they do neither 
withdraw their capital at one and the same time nor do they 
withdraw their entire capital at once. They draw a small 
portion of their capital and most of it remains deposited 
with the bank for most of the time and is not withdrawn 
at all. 

Therefore, the Islamic Bank, like other modern banks, can 
very easily invest a considerable portion of the deposits and 
make a profit. It can keep a reasonable percentage of the de-— 
posits, according to the banking practice of the country to meet 
day-to-day demands for cash from the depositors. 


Its capital can be used or invested as under : 
(a) Free Partnership with its capital : 

The bank can invest its capital by entering into partnership 
(on the basis of Shirkat) with businessmen or firms and share 
both’ in’ capital and business. However, it may or may not 
actually share in' business, The bank would, however, make sure 
that its liability in case of Jossis limited to the amount of its 
total invested capital jn the business. 
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ed between the bank and its partner 
rtnership contract. 


ra Puen li = partnership) with Capital. 
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proportion of profit acids lene to be paid to each 
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